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Never before has one accounting ma- 
chine combined so many important 
time-and-money-saving features — or 
made possible so many profit-making 
by-products of posting. 

It represents many years of experience 
and research, and the investment of 
millions of dollars. It is the last word 
in mechanized accounting. 


This new National “Class 31” is the 
answer to the long-expressed desires of 
accountants, business men, bankers, and 
others for an accounting machine that 


A FEW OF 


automatic selection and control of 
more than 70 functions by arrange- 
ment of the posting control bars. 


simultaneously adds and subtracts 
—or TRANSFERS BALANCES—into any 
combination of totals. 


instant, positive correction — in a 
single operation — of amounts en- 
tered in error in any combination 


These 


would do more things automaticall 
thus saving more effort, saving m 
time, and further reducing costs. 


The 5 features listed below are but 
few of the many outstanding advaq 
tages that have been achieved in 
newest National Accounting Machimi 


But only by an actual demonstratio 
applied to your own work, can y@ 
realize how this machine of TOMORRO 
will improve your accounting metho 
TODAY — whatever your business 
your accounting problems, 


ITS MANY OUTSTANDING ADVANTAG! 


of totals. 


electrified typewriter keyboard 
faster, smoother, easier operati 
... uniform impressions on multip 
copies .. . permits description wh¢ 
ever desired. 

fluid-drive carriage — travels 
either direction, smoothly, at u 
form speed. 


and many other time-and-money-saving features never befom 
combined on one accounting machine — will give you amazing cost-cutti 
and profit-building benefits. See TOMORROW’S accounting machine TobDA) 
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Get the FREE 20-page booklet, 
“How to Save Money on Your 
Accounting,” from your local Na- 
tional representative, or write to 
the Company at Dayton 9. Ohio 
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BUSINESS AND PERSONNEL OPPORTUNITIES 


Help Wanted: 
Situations Wanted: 
Business Opportunities: 


20¢ a word, minimum $5.00. 
10¢ a word, minimum $2.00. 
15¢ a word, minimum $3.00. 


Box number, if used, counts as three words. 


Closing Date—15th of month preceding date of publication. 





BUSINESS OPPORTUNITIES 


SITUATIONS WANTED 








Mail and Telephone Service: Desk provided 
for interviewing. $5.00 per month. Directory 
Listing. Modern Business Service, 505 Fifth 
Avenue, New York (42nd Street). 





Devaluation—New Low Prices 
Opportunity for Office Equipment 
Salesmen 
World famous Calculating and Adding Ma- 
chines, made in Sweden, superior in design 
and performance, now offered at drastically 
reduced prices. Available from stock. Ii in- 
terested in promoting these machines, write 
Room 501, 210 Fifth Avenue, New York 10, 

Noy. 





New York City and Vicinity—Established 
C.P.A. desires to purchase small practice or 
individual accounts. Box 268, New York 
CP. 





Practice or Accounts Wanted 
C.P.A. will purchase medium-sized account- 
ing practice or individual accounts in New 
York City and vicinity. Box 269, New York 
CIP AL 


Partnership or Accounts Wanted 
C.P.A., young, own limited practice, desires 
to purchase individual accounts or partnership 
interest. Box 270, New York C.P.A. 


Practice Wanted 
C.P.A., member of Society, wishes to pur- 
chase moderate accounting practice or indi- 
vidual accounts. Box 271, New York C.P.A. 


C.P.A. with accounts in N.Y.C. and vicinity 
desires to expand. Purchase accounts or prac- 
tice; partnership or other arrangements. Box 


273, New York C.P.A. 





C.P.A., own practice, Society member; for- 
mer Revenue Agent; desires space or work- 
ing arrangement with small or medium-sized 
accounting firm—N.Y.C. Box 274, New 


York C.P.A. 
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Accountant, eight years private—four years 
public experience; excelient references; now 
attending Pace College; desires position with 


C.P.A. Box 272, New York C.P.A. 





Accountants’ Systems Man 
M.E., C.P.A. 25 years diversified experience 
specializing in systems installations. Available 
to serve accountants on special systems as- 
signments. Box 275, New York C.P.A. 





C.P.A., 1934; law degree; responsible diversi- 
fied experience; desires association with busy 
accountant; objective partnership or other 
arrangement. Box 276, New York C.P.A. 





C.P.A. Twenty years diversified accounting 
experience. Working knowledge taxes. A.I.A., 
Society member. Seeks connection. Travel. 
Will relocate. Box 277, New York C.P.A. 








DEPENDABLE > 
Employment Agency 


145 W. 41st St. N.Y. 18 
BRyant 9-7666 


We Specialize 
in servicing Accountants and 
their clients with dependable 
male and female personnel 


e COMPTROLLERS ¢ BOOKKEEPERS 

¢ OFFICE MANAGERS Full Charge 

e ACCOUNTANTS Assistants 
C.P.A.’s e SECRETARIES 
Seniors, Semi-Srs. e STENOGRAPHERS 
Juniors ¢ TYPISTS 

e SALES e CLERKS 





Established 1939 
Wm. Schnuer, BBA, MBA 


Licensee 


Shirley Schnuer 


Licensee 
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Preparation and Certification of 
Financial Statements 


3y B. Bernard Greidinger. THE RONALD 
Press Company, New York, N. Y., 1950. 
Pages: vii + 408; $6.00. 


In the preface to this volume the author 
has the following statement: 


“The book has been written with two 
specific purposes in mind: first, to provide 
a suitable text book for college courses de- 
voted to a study of current problems in the 
preparatioh of informative and dependable 
financial statements ; and second, to provide 
a useful reference work for those actively 
engaged in the preparation, certification, or 
use of financial statements for investment, 
credit, and periodic reporting purposes. 


The author also states that primary emphasis 
has been placed on the most acceptable methods 
of presentation and disclosure and that the 
basic principles and practices applicable to the 
items in the balance sheet and profit and loss 
statement are set forth and demonstrated by 
illustrations selected from current annual re- 
ports. This is a fair statement of Mr. Greid- 
inger’s actual accomplishment. 

The index of contents lists the names of 
the fifteen chapters of which the book con- 
sists, and refers to supplemental indexes in 
the back of the book, one about the corporate 
reports of which comments have been made 
and the subjects of such comments, the other 
a subject index which appears to be very 
complete. 

Although the subject index may be resorted 
to as to any item concerning which the 
reader desires information, it appears to this 
reviewer that the content index could have 
been helpfully expanded for the purpose of 
giving a brief summary of the topics dis- 
For 


cussed under each main heading. in- 
stance, the first chapter 1s devoted to “Devel- 
opment of Informative and Dependable 


Financial Statements”. This chapter includes 
intelligent discussion of corporate financiai 
statements prior to 1933, the prior and sub- 
sequent influence thereon of the New York 
Stock Exchange, American Institute of Ac- 
countants, and the Securities and Exchange 
Commission, the financial statements required 
at registration with the Securities and Ex- 
change Commission, a description of Securi- 


ties and E xchange Commission reguiation 
S-X, and reference to accounting releas ses, 
official decisions, and deficiency letters of the 
S.E.C. Comments are also included regard- 


ing the enforcement by the S.E.C. of finan- 
cial reporting requirements and the liabilities 
of independent public accountants. The chap- 


1950 


PRESSBOARD FOLDERS 


ter covers nineteen pages but the content in- 
dex gives no indication of what the reader 
may find therein. A similar comment appears 
applicable to each chapter. Salability of the 
book would probably have been enhanced if a 
prospective buyer could tell by a quick glance 
at the contents the subjects to be found 
therein. 

The content of the book is worth while and 
ably developed. Discussion of current assets 
in chapter 2, for instance, starts off with a 
definition of current assets and then discusses 
the individual items ordinarily found therein 
with an informative comment as to each, 
showing examples of current practice with 
respect thereto, as well as unacceptable prac- 

(Continued on page 376) 


MANUFACTURERS OF 
YOUR AUDIT REPORT COVER 


has a voice of its own, and what it 
has to say about you is important, 
since it speaks to your clients. 


Write for samples of carefully 


selected report covers, engraved 
and printed. Enclose sheet of re- 
port paper or your present cover. 


N.L. & E.W. KRUYSMAN, Incorporated 
11a Frankfort Sireet New York 7, N. Y. 
EXPANDING FILE POCKETS 
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APPRAISALS 


Made by qualified experts in all lines 


STANDARD APPRAISAL COMPANY 


BOSTON H STREET ATLANTA 
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} Why pay more for DISABILITY BENEFITS when | 
you can get the same protection FOR LESS?. 


V AUTHORIZED RATES 


are among the lowest in the field. They can | 
mean considerable savings over the years. — 


V NON-ASSESSABLE 


policies are participating . . . dividends, 
if earned, can further reduce your clients 
insurance costs. 


V CLAIM SERVICE 


is prompt and fair. All claim’ are handled 
direct through your agent. 














Call or Write Today 
& 


NEW YORK CITY AGENT VY SECURITY 
E is assured by one of the largest mutual 
AR 5 casualty companies in the country ... 
backed by more than $46 million in assets. 


23 WEST 45th STREET 
NEW YORK 19, NEW YORK) e@ ip LUxemburg 2-1930, Ext. 610 
HOME OFFICE 


, FARM BUREAU MUTUAL AUTO INSURANCE CO. coiumsus, ono 
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Dout Let Cobwebs Porm ou Your Clients’ 
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recent years? 

The changes in scope of coverage and methods of rating have been 
so numerous that it is almost impossible for a part time executive 
or even a full time insurance manager to keep abreast of all 





developments. 
An unbiased Jamison Survey and Audit can often show substantia! 


savings. 


HERBERT L. JAMISON & CO. 


Insurance Survey, Audit and Advisory Service 
111 FULTON STREET, NEW YORK 7 
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New York State Rent Control—1g50 


By Morton Getter, C.P.A, and Betty R. Getter, C.P.A. 





Morton Geter, C.P.A., has 
been a member of the Society since 
1946. He received the degrees of 
3.B.A. from The School of Business 
and Civic Administration of The 
City College of New York and 
LL.B. from New York University. 
Mr. Geller is presently serving as a 
member of the Society’s Committee 
on Real Estate Accounting and for- 
merly served as a member of the 
Committee on Administration of Ac- 
countants’ Practice. He is also a 
member of the American Institute 
of Accountants. 

3ETTY R. Getter, C.P.A., joined 
the Society in 1948, and was former- 
ly a member of its Committee on 
Municipal and Local Taxation. She 
is an alumna of The City College of 
New York. 

Mr. and Mrs. Geller are engaged 
in general practice as certified pub- 
lic accountants in New York City. 
This paper was presented by Mr. 
Geller at a technical meeting of the 
Society held at the Engineering So- 
cieties’ Building on May 2, 1950, 
under the auspices of the ‘Committee 
on Real Estate Accounting. 











1 Alfred, Lord Tennyson, 
2 56 Stat. 23 (1942) ; 
1942, Public Law 421, 77th Congress, 2nd 


Wl enavegs wrote, “In the spring a 
young man’s fancy lightly turns to 
thoughts of love.”! In recent years with 
the advent of spring it seems that the 
public’s thoughts turn to rent control 


legislation. This year we are again 
faced with a set of new rent rules. The 


most marked changes in the latest laws 
are in the field of residential rent con- 
trols. 

A brief summary of preceding rent 
controls would not be amiss at this 
point. The controlled residential areas 
of the entire country were regulated 
solely by federal controls beginning in 
1942? and continuing until 1947. 

Due to the contraction? of Federal 
rent regulations effected by the Hous- 
ing and Rent Act of 1947,4 a number of 
cities throughout the country enacted 
local legislation to prevent what muni- 
cipal authorities believed would be an 
undesirable outbreak of rent increases 
and evictions.» New York City was 
one of the first municipalities to enact 
local legislation recontrolling federally 
decontrolled hotels, apartment hotels 
and rooming houses,® and establishing 
a system of eviction controls for apz spa 
ments and similar accommodations,’ a 
well as other rent rules.® 


“Locksley Hall”. 
50 USCA App. Sec. 901- 946; Emergency Price Control Act of 


Sess. 


3 Decontrol of hotels and other accommodations and elimination of eviction controls. 


See infra note 4. 


4 Public Law 129, 80th Congress, Ist Sess. (June 30, 1947); 61 Stat. 193; 50 USCA 


App. Secs. 1881-1906. 


5 Friedlander and Curreri, Rent Control, (1948) Sec. 63. 
6 Local Laws 54 for 1947, New York City Administrative Code, Sec. U 41-6.0 
7 Local Law 80 for 1947, New York City Administrative Code Sec. U 41-7.0 


8 New York City 
1950 


Administrative Code Secs. U 41-8.0 and 9.0. 
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The enactment of the Housing and 
Rent Act of 1949? with its provision 
for maximum rents at levels “which 
will yield to landlords a fair net oper- 
ating income’? led to hasty enactment 
of additional New York City controls.!! 
The new law which became effective on 
October 7, 1949, amended Section 
U41-7.0 of the New York City Admin- 
istrative Code and provided that it was 
unlawful for any person to demand or 
receive a rent in excess of that collected 
on March 1, 1949, unless the City Rent 

mmission authorized the collection 
ol a higher rent. The net effect of this 
law was that since its enactment, ac- 
cording to the New York City Rent 
Commission Counsel, only 69 increases 
were approved.,!? 

On December 29, 1949, the Court of 
Appeals declared this New York City 
rent legislation void.!’ To protect the 
tenants of New York City from the im- 
position of retroactive rent increases, 
(which the Regional Housing Expediter 
stated totaled 189,291 in the State of 
New York on May 1, 1950),!4 the first 
law enacted by the 1950 New York 
legislature'> validated the New York 
City rent and eviction controls until 
May 1, 1950. In approving this tem- 
porary legislation on January 10, 1950, 
Governor Dewey portended coming 


9 Public Law 31 of 1949, 81st Congress. 
. 204(B) of Federal Housing and Rent Act of 1949, see note 9, supra. 


10 Sec 
11 Local Law #73 for 1949. 


12 New York Herald Tribune, March 15, 


13 F, T. B. Corp. v. 
14 New York World Telegram, 


state controls.!° He said, “The shifting 
scenes of federal control, city control, 
invalidating of city control and new 
city control present a grim comedy of 
errors of which the people of the City 
of New York have been the victims.” 
At the same time the Governor re- 
quested the Temporary State Commis- 
sion to Study Rents and Rental Condi- 
tions!” to prepare legislation on the 
entire subject of residential controls. 

On March 8, 1950, the Governor in 
a special message!® to the Legislature 
recommended the enactment of a State 
residential control law in place of fed- 
eral and city rent levislation. The en- 
actment of State Residential Rent 
Laws came in the final hours of the 
legislative session after a hectic two- 
week period of parliamentary maneu- 
vering.1? On March 29, 1950, the 
Governor approved the administration 
sponsored Stephens Bill,?° which was 
drafted by the Temporary State Com- 
mission on Rents and Rental Condi- 
tions,2!_ but which included eight 
amendments inserted at the last mo- 
ment in an attempt to win opposition 
votes.?? 

Since 1946,78 
had in effect a so-called 
residential rent control law. 
this law was never actually 


New York State has 
“standby’’4 
Because 
used, al- 


1950. 


Goodman, 300 N. Y. 140, 89 N. E. 2nd 865 (1949). 
New York 


Times, May 1, 1950. 


15 Chapter 1 of Laws of 1950, New York State. 

16 McKinney’s Session Law Service of New York, 1950 No. 1, p. 68. 

17 Created by the 1948 Legisiature by Chapter 675 of the Laws of 1948. 
18 McKinney’s Session Law Service of New York, 1950 No. 3, p. 232. 

19 New York Times, New York Herald Tribune, March 23, 1950. 


20 Chapter 250 of the Laws of 1950. 
Sec. 1, subd. 2. 


Termination date of law is June 30, 1952. See 
Subsequent citations of this statute will be referred simply as: 


Law. 


21 MeKinney’s Session Law Service of New York, 1950 No. 5, p. 595. 


2 New York Times, March 22, 1950. 


3 McKinney's Unconsolidated Laws Secs. 8581- 8594, Chapter 274 of Laws of 1946 as 


sinended by Chapter 704 of Laws of 1947, 
Laws of 1949, 
24 See supra note 23 at Sec. 


11, Subd. 1—*" 


Chapter 678 of Laws of 1948, Chapter 591 of 


The establishment of a rent control area and 


the establishment of maximum rents therein and of regulations and orders relating thereto 


shall not be or become operative so long 


as rent control established by the federal price 


administrator pursuant to the emergency pr ice control act of 1942 as amended, or other duly 
authorized officer or agency of the United States pursuant to any federal law is in force and 


in effect. 
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New York State Rent Control—1950 


though it was in effect for a compara- 
tively short period during a lapse of 
federal controls in July, 1946,?5 there 
are no court decisions construing this 
“Emergency Housing Rent Control 
Law.” 

The present law follows the pattern 
of the “standby” legislation.2° The 
Emergency Housing Rent Control 
Law’ consists of 16 sections which 
have been augmented by regulations 
promulgated by the Temporary State 
Housing Rent Commission on May 1, 
1950. The regulations are divided into 
10 parts, 3 of which deal solely with 
general procedural matters of the com- 
mission. 

Pursuant to the Housing and Rent 
Act of 1947 as amended,?® and the 
Emergency Housing Rent Control 
Law,’? the Governor notified the Fed- 
eral Housing Expediter that the ‘‘state 
rent control law shall be in lieu of fed- 
eral rent control within defense rental 
areas in this state” and that the state 
controls shall take effect on May 1, 
1950. : 

The organizational set-up of the new 
law is as follows: The State Housing 
Law is directed by the State Rent Ad- 
ministrator.3° Local Rent Administra- 
tors*! are in charge of local rent offices, 
of which there are 16 throughout the 
state as of May 1, 1950. 

Generally speaking, the same hous- 
ing accommodations are subject to the 





state law as were covered by the pre- 
decessor Federal?’ and City laws. 
As far as hotels are concerned, the 
emphasis is shifted to the tenant.*+ If 
the tenant occupied a hotel housing ac- 
commodation continuously for 90 days 
prior to March 1, 1950, he is covered.*> 
It should be noted that housing accom- 
modations resulting from conversions 
completed on or after May 1, -1950, 
shall continue to be subject to rent con- 
trol unless decontrolled, which shall be 
done if substantial structural change re- 
sults in additional self-contained family 
units.5© Housing accommodations al- 
ready on the rental market may not be 
withdrawn without the written ap- 
proval of the Administrator if a tenant 
must be evicted.*” 

The maximum rent for housing ac- 
commodations shall be the lower of 
rents prescribed on March 1, 1950, un- 
der federal or under city controls, ex- 
cept that where rents paid on that date 
do not include any adjustment granted 
by the Federal Act for new or addi- 
tional services to which the tenant then 
in possession had agreed, either ex- 
pressly or impliedly, the maximum rent 
shall be increased by the amount of 
such adjustment.38 The Regulations 
also make provisions for housing ac- 
commodations for which no maximum 
rent was in effect on March 1, 1950,? 
and for changes in rooming house ac- 
comodations.*° 


25 Public Law 108, 79th Congress, Ist Sess., effective to June 30, 1946 (59 Stat. 306) ; 
The Price Control Extension Act of 1946 (60 Stat. 664) not effective till July 25, 1946. 


26 See note 22, supra. 


27 See note 20, supra, Sec. 16 (short title). 


28 See note 9, supra, at Sec. 204(J) (1). 


29 Law, Sec. 11. 


w 


0 Joseph D. McGoldrick, appointed by Gov. Dewey on March 31, 1950. See State Rent 


and Eviction Regulations, Sec. 3, Subd. 1. Subsequent Citations will refer to these administra- 


tive rulings simply as : Regulations. 
31 Regulations, Sec. 3, Subd. 2, 3. 
32a Jd., at Sec. 9, 10. 


32b Supra, note 9. See Geller and Geller, 1949 Housing and Rent Legislation 19 


N.Y.C.P.A. 364 (June, 1949). 
33 See notes 6, 7 and 8, supra. 
34 Regulations, Sec. 3, Subd. 10. 
35 Td., at Sec. 3, Subd. 11. 
36 Td., at Sec. 11. 


8 
39 Regulations, Sec. 21, Subd. 2, 3. 
0 Td., at Sec. 21, Subd. 4, 5. 


7 Id., at Sec. 12; Law, Sec. 9, Subd. 4. 
Law, Sec. 4, Subd. 1(a) ; Regulations, Sec. 21, Subd. 1. 
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Changes in maximum rents by the 
order of the Administrator shall be ef- 
fective on the date that the order is is- 
sued,*! thus eliminating the retroactive 
orders which caused such a furor under 
the O.H.E. regulations.4? At this time 
the only ground for an increase in the 
Maximum rent is an increase in dwell- 
ing space, essential services, furnish- 
ings or equipment.?? If the change 
were made between March 1, 1950, and 
May 1, 1950, with the tenant’s consent, 
the adjustment shall be the lesser of the 
rental value and the amount agreed to 
by the tenant.44+ If after May 1, 1950, 
the landlord and the tenant in actual 
occupancy have entered into a volun- 
tary agreement for increase in services, 
etc., an increase may be granted, but 
not in excess of the rental value deter- 
mined by the Administrator.4> It 
should be noted the law requires the 
landlord to certify that he will maintain 
all services as of the maximum rent 
date in order to be entitled to any in- 
creases.7° 

As far as other increases in the maxi- 
mum rents are concerned, the law pro- 
vides?” that not later than December 1, 
1950, the Commission shall provide 
regulations for individual adjustments 
where there are: 

1. Out-of-pocket losses due to substantial 
and unavoidable increases in property taxes 
or other operating expenses, not including 
allowances for depreciation, obsolescence 
or other reserves, and these items exceed 
rental income, or 

2. Severe hardship will result because 
the maximum rents are substantially higher 
or lower than comparable rents, or 

3. Gross inequities. 

41 Td., at Sec. 32; Law, Sec. 4, Subd. 4. 

42 See note 5, supra. 

43 Law, Sec. 4, Subd. 2(a). 

44 Ibid.; Regulations, Sec. 33. 

45 [bid. 

46 Law, Sec. 4, Subd. 2(b), 3. 

47 Id., at Sec. 4, Subd. 2(b). 

48 Id., at Sec. 4, Subd. 2(c). 

49 Regulations, Secs. 34, 35; Law, Sec. 

50 Regulations, Part IV. 

51 Regulations, Sec. 51; Law, Sec. 12. 

52 Regulations, Part V. 

53 Id., at Secs. 

54 Ibid. 


It is not until January 15, 1951, that 
the Commission is charged with pre- 
paring a rent control plan and regula- 
tions.*8 The plan should provide a sys- 
tem of controls which are fair and 
equitable and which will provide an or- 
derly transition from and termination 
of emergency controls. The regulations 
are not to become effective until March 
1, 1951, and if the legislature disap- 
proves such rules by February 15, 1951, 
they shall be inoperative. 

Under certain circumstances where 
there has been a decrease in services, 
dwelling space, furniture, furnishings 
or equipment, the Administrator may 
order a reduction in the maximum 
rent.*? 

The Commission has by regulation 
set up a system of registration for all 
housing accommodations except for 
those which have previously filed with 
the Federal Government.*” 

So long as the tenant continues to 
pay the rent to which the landlord is 
entitled, no tenant may be removed 
after May 1, 1950, from any controlled 
housing accommodation by an action 
to evict or to recover possession®! un- 
less authorized by a court of competent 
jurisdiction in compliance with the 
Rent and Eviction Regulations.°*? 

The proceedings for eviction are 
divided into two major sections, de- 
pending upon whether or not a certifi- 
cate of eviction is necessary.*3 

The Commission requires fair notice 
to be given to the tenant and the Local 
Rent Office5+ before commencement of 
court process in the following situa- 


4, Subd. 3(b). 


52, 953 Law, Sec, 12, Subd. 1(h); 
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tions, where an eviction certificate is 
not necessary : 


1. The tenant continues to violate a sub- 
stantial obligation of his tenancy after 
written notice by landlord.55 

2. The tenant is committing a nuisance, 
which interferes substantially with the com- 
fort or safety or other tenants, or the 
tenant has been found guilty by a criminal 
court of committing a nuisance.56 

3. The tenant who is using a housing 
accommodation for immoral or illegal pur- 
poses has been found criminally guilty of 
such act.57 

4. The tenant who has a written lease 
terminating on or after May 1, 1950, re- 
fuses upon demand of the landlord to exe- 
cute a written extension or renewal thereof 
for a further term of like duration not in 
excess of one year but on the same terms 
and conditions as in the previous lease.58 

5. The tenant has unreasonably refused 
the landlord access to the housing accom- 
modation for the purpose of inspection or 
showing the accommodations to a person 
having a legitimate interest therein; pro- 
vided, that the tenant’s lease or other rental 
agreement does not bar such entry.59 


Where a certificate of eviction is re- 
quired, it should be noted that the land- 
lord must wait three months from the 
time the certificate is issued before he 
can begin proceedings to remove the 
tenant, except that in certain circum- 
stances a shorter period may be de- 
creed.®? The law®! and the regulations®? 
cite the following causes for eviction as 
requiring a certificate issued by the 
Administrator : 


1. The landlord seeks in good faith to 
recover possession of housing acommoda- 
tions because of immediate and compelling 
necessity for his own personal use and oc- 
cupancy or for the use of his “immediate 
family.” “Immediate family” is defined as 
son, daughter, father or mother. (Other 
provisions of the regulations cover co- 


operative housing, recent acquisitions, and 
tax-exempt organizations. ) 

2. No part of the accommodations are 
used by the tenant as his dwelling, the 
tenant’s lease or rental agreement having 
terminated and the persons in possession 
are subtenants or other persons who occupy 
under a rental agreement with the tenant. 


3. The landlord seeks to recover posses- 
sion for the immediate purpose of substan- 
tially altering, remodeling or demolishing 
the housing accommodations, provided the 
landlord has secured such approval there- 
for as is required by law. 


Although not specifically mentioned 
in the State Rent Law, the Regulations 
provide that no person, including land- 
lords or tenants in occupancy, shall re- 
quire a tenant or prospective tenant to 
purchase or agree to purchase furniture 
or other property as a condition of 
renting housing accommodations.®% 

Security deposits may not exceed 
one-month’s rent for a controlled apart- 
ment, in addition to the normal collec- 
tion of one-month’s rent in advance, 
but in any case the security must have 
been permitted previously by either the 
Federal or City laws.® 

A fine or not more than $5,000, and 
imprisonment for not more than 2 years 
may be the punishment for w illful vio- 
lation of the State Rent Law.® 

If a landlord collects rent in excess 
of the maximum rent, within one year 
from the date of such violation the ten- 
ant paying such rent may bring an 
action against the landlord. If the ten- 
ant fails to act within 30 days from the 
date of the overcharge, the Commission 
may act on behalf of the state within 
such one-year period. If the state acts, 
the tenant is thereafter barred from 
bringing an action for the same viola- 
tion.® 
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61 Law, Sec. 12, Subd. 1(f), g) >» Ch). 
62 Regulations, Secs. 55, 56, 57, 58. 
63 Id., at Sec. 63. 
64 Td., at Sec. 65. 
65 Id., at Sec. 71; Law, Sec. 10, Subd. 2. 
66 Law, Sec. 10, Subd. 5. « 
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The right of judicial review granted 
in the new law” is an important factor 
to be borne in mind by the landlords 
and tenants of controlled accommoda- 
tions. 

It is apparent that under the 1950 
State Rental Law, maximum rents, 
with relatively few exceptions, will re- 
main “frozen” at least until December 
1, 1950. 

Those of you who have assisted in 
the preparation of forms for the various 
rent control organizations will be 
pleased to know that the Regulations 
issued by the Commission are very 
readable and that, according to the 
State Rent Administrator, the number 
of forms required for public use has 
been reduced by 80%.°8 However, 
there are many unsettled problems fac- 
ing the new law and its administration. 
The constitutionality of the State Rent 
Law remains to be tested in the New 
York courts and some attorneys doubt 
its validity.°? Some unsettled questions 
concern: Handling of Federal Office of 
Housing Expediter rent reductions 
after March 1, 1949,7° possible de- 
creases in rent based upon the com- 
parability basis where voluntary 15% 
increases were given by some tenants?! 
and elimination of rent reductions after 
restoration of reduced services such as 
painting. 

The Business’? and Commercial?3 
Rent Controls of New York State have 
also been revised by the 1950 legisla- 
ture, but the changes have not been so 
great. 

These laws were first enacted in 1945, 
for the purpose of stabilizing rents at 


67 Jd., at Sec. 8. 


emergency levels which were 15% in 
excess of the rent paid on the so-called 
“freeze” date. In addition, a tenant 
may generally retain possession of his 
space after the expiration date of his 
lease by payment of “statutory” rent to 
the landlord. 

The Commercial Act enacted on 
January 24, 1945,7+ controls lofts and 
wholesale establishments. This law es- 
tablished March 1, 1943, as the freeze 
date. The Business Act went into effect 
on March 28, 1945.75 It added stores, 
offices and almost all other non-resi- 
dential space to control and fixed June 
1, 1944, as the freeze date. The statutes 
are virtually the same except for their 
coverage and the consequences of the 
different freeze dates. 

These laws are limited to New York 
City, although Albany also has a sepa- 
rate law’® covering its non-residential 
rental property. 

The 1950 amendments to these laws 
have been sponsored by the Temporary 
State Commission to Study Rents and 
Rental Conditions. This Commission 
also sponsored the State Residential 
Rent Control Law and the Commis- 
sion’s actions in these non-residential 
rent control amendments may furnish 
some clues to possible future residential 
statutes and regulations. 

The first change recognized the con- 
tinued shortage of business and com- 
mercial space, despite some improve- 
ments in the situation, The Commission 
therefore recommended the extension 
of the statutes until July 1, 1951.77 

All commercial’8 and business”? space 
which become vacant after the effective 


68 N. Y. Herald Tribune, May 1, 1950. The forms available at this time follow the 


pattern of the regulations; i. «., 


the number of the form and substance of application are 


identical with the substantive rules promulgated by the Temporary State Housing Rent 


{CCommission. 


69 Fougner, State Rent Control, Real Estate Forum, May 1950, p. 4. 


ty 
“A 
~ 


Chapter 326 of the Laws of 1950, Unconsclidated Laws, Sec. 8521 et seq. 
Chapter 327 of the Laws of 1950, Unconsolidated Laws, Sec. 8552 et seq. 


70 See note 69, supra. 

71 N. Y. Herald Tribune, May 7, 1950. 

74 Laws of 1945, Chapter 3. 

73 Id., at Chapter 314. 

76 Laws of 1950, Chapter 114. 

77 Laws of 1950, Chapter 326, Sec. 17, Chapter 327, Sec. 18. 
78 Chapter 327 at Sec. 13. ° 

79 Chapter 326 at Sec. 12. 
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date of the extended statutes will be 
decontrolled. In the Commission’s re- 
port, it was stated that this provision 
did not violate the primary purpose of 
the emergency statutes, which is to 
guarantee to tenants continued occu- 
pancy during the emergency. When a 
tenant leaves voluntarily, the State’s 
duty to that tenant should be ended. 

A problem which arose during the 
previous year was the amount of rent 
to be paid by a sublessee after the main 
tenant vacates. Formerly, the rent paid 
by the subtenant to the main tenant for 
all or part of the space was declared to 
be emergency rent, although more often 
than not, that amount was substantially 
less than the rent of the main tenant. 
Under the 1950 amendment,®° the land- 
lord offers the subtenant or subtenants 
occupancy at the rent reserved or the 
emergency rent payable by the main 
tenant at the time he vacated. If such 
sublessee fails to execute such a lease 
for a period of one year, the landlord 
shall be entitled to remove him. 

Where an owner or landlord repos- 
sesses space for his own use, he must 
within 30 days occupy said space and 
actively conduct his business therein 
for one year, or else he shall be liable 
to the dispossessed tenant for all dam- 
ages on account of such removal.*! 
Amendments to this section of the law 
now provide that if the making of alter- 
ations shall prevent the active conduct 
of business therein, the period of 30 
days shall begin to run after the com- 
pletion of such alterations.®2 Also, that 
where the landlord during such year 
shall permit the making of alterations 
within said space for a tenant who shall 
become entitled to possession after the 
termination of such period of one year, 

80 Chapters 326 and 327 at Sec. 4, Subd. 4. 
81 Chapters 326 and 327 at Sec. 8(d) (2). 
82 [bid. 
83 bid. 
84 bid. 


6 


85 Chapters 326 and 327 at Sec. 8(h) (5). 
86 Court Square Bldg., Inc. v. City of N. 


the liability for damages on account of 
dispossession shall not apply.®’ A lessee 
of a whole building for 21 years or 
more has also been given the same 
rights as an owner to recover posses- 
sion in good faith for his own use.8* 

The tenant in possession can also be 
dispossessed by a new amendment 
where on or before January 24, 1945, 
the landlord in writing executed and 
delivered a lease of the entire building 
or other rental area for a term of not 
less than ten years and the tenant 
named in said lease has demanded in 
writing from the landlord possession of 
such building or rental area for his own 
and immediate use, under the terms of 
the lease.85 

Section 4 of the Commercial and 
Business Laws provides for increases 
of rents in excess of the emergency rent 
to be fixed by arbitration or the Su- 
preme Court. There are two basic, but 
different, types of computations to be 
made in -the determination to fix a 
reasonable rent in excess of the emer- 
gency rent based upon the fair rental 
value of the tenant’s space. 

The first calculation, as illustrated 
in subdivision 1 of section 4, determines 
whether the landlord is receiving a 
reasonable rental on the fair value of 
his entire property. Any deficiency in 
the reasonable rental is then applied to 
various commercial and business spaces 
in the building giving due consideration 
to the amount and character of the 
space occupied by the tenants and to 
the relation of such rent to the gross 
rentals in the entire building.®® 

A net annual return of 8% on the 
fair value of the entire property includ- 
ing the land is now presumed to be a 


Y., 273 App. Div. 441, 77 N. Y. S. 2nd. 847 


(1948), (Floors occupied by tenant 10% less valuable than top floors in office building) ; 
Sibro Holdings v. Krapp, 274 App. Div. 129, 79 N. Y. S. 2d. 805 (1948), (Flat increase of 
25% of each tenant’s rent fair division of deficiency) ; ; Matter of Philger Realty Corp., 
N. Y.L. J., Jan. 31, 1950, p. 382, col. 6 (store and lofts in five story building each assigned 
a percentage of the total based on rental value of space). 
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reasonable return.8” The prior formula 
provided for 6% on the fair value of 
the entire property including the land 
plus 2% of the principal for amortiza- 
tion of any —— thereon or in 
the alternative, 2% per annum for de- 
preciation on the fair value of the im- 
provement inclusive of the land.88 The 
State Rent Commission in an attempt 
to put unencumbered property on the 
same basis as mortgaged holdings, in- 
serted the depreciation calculation.*® 
Basic accounting concepts and real es- 
tate principles have long held that land 
is not depreciable.?® In addition, in one 
decision a Supreme Court Justice?! 
pointed out the contradiction in terms 
in the wording of the clause itself; 
namely, improvements mean structures 
or buildings upon vacant land. Land 
not built upon is referred to as unim- 
proved. 

Although the statute reads that 8% 
shall be presumed to be a reasonable 
return, in several instances, the courts 
have refused to follow this presump- 
tion’? and in varying cases have used 
2% on land and 8% on building,3 4% 
of fair value and 2% on building, ” 
6% on land and 8% on building,?5 and 

% on fair value. 


87 Laws of 1950, 


In most of the cases where there is 
a variance from the presumed reason- 
able return, it is due to an inadequate 
improvement in comparison with the 
value of the land.?” 

The next problem concerns the valu- 
ation of the property. The statute 
creates another presumption as to 
value; that is, the assessed value of the 
entire property as shown by the latest 
completed assessment-roll of the City, 
shall be presumed to be the fair value 
of the premises, but other lawful evi- 
dence of the fair value may be offered 
and received.°8 The Supreme Court 
has had much experience with the valu- 
ation of real property for certiorari 
and condemnation proceedings. In the 
usual situation?? the court gets a num- 
ber of values: assessed valuation, land- 
lord’s expert, tenant’s expert, certiorari 
value, and purchase price. In most 
cases the court’s value is either the 


assessed value or somewhere below 
this value.10 
To the fair return (determined by 


multiplying 8% or some other alterna- 
tive percentage by the fair value) is 
added the cost of maintenance and op- 
eration of the entire property including 
amounts paid for taxes, but excluding 


Chapters 326 and 327, Section 4, Subd. 1. 


88 Laws of 1949, Chapters 534 and 535, Sec. 4, Subd. 1. 


oo 


Documents (1949) No. 52 
90 Paton, Accountants’ Handbook, 
Accounting, Intermediate, (2nd. ed. 1942) p. 


91 Autumn Corp. v. Lederman, N. Y. L. J., 
1 02 N.Y, 27 


92 Schack v. Handel, 271 App. Div. 
Paper Co., 88 N. Y. S. (2d) 203 (1949). 

93 Spits v. Barsante, N. Y. L. 

94 Cedar Temple Realty Corp. v. 
appeal. 

95 Autumn Corp. V. 

96 441 Bway, Inc. v. Dabakian, 

97 See supra notes 92 to 96, inclusive. 

98 See supra note 87. 

99 Autumn Corp. v. Lederman, 
expert $105,000, tenant’s expert $75,000 ; 


supra, 


Matter of Spring-Crosby-Lafayette Corp., N. Y. 


(3rd. 
259. 


J., Jan. 11, 1950, p. 120. 
Astor, 


note 91, 
“ae s expert in certiorari proceeding $60,000) ; 


® Report of Temporary Commission to Study Rents and Rental Conditions, Legislative 


ed. 1947) p. 600; Finney, Principles of 


Dec. 6, 1949, p. 1525, col. 7, Justice Hammer. 
2d) 407 (1946); Appelby v. Walsh 


86 N. Y. S. (2d) 367 (1948), modified on 


Lederman, supra, note 91. 


No os 


J., Jan. 19, 1948, p. 219, col. 7. 


(assessed value $100,000, landlord’s 


. J., Jan. 30, 1950, p. 363, col. 4 (lat idlord’s 


expert $300,000 for rent law and $126,500 jor poe ‘rari action, tenant’s expert $125,000) ; 


Schack v. Handel, 271 App. Div. 1 
certiorari, purchase price $325,000) ; 
col. l 
$61,725 (1947) ). 

100 Autumn Corp. v. Lederman, 
Spring-Crosby-Lafayette Corp., 
Handel, 
value $65,000). 


supra, 


A 


a 
IIO 


note 99 (court set value of $85,000) ; 


supra, note 99 ($400,000 fair value) ; 


(19460) (assessed value $515,000 reduced to $402,000 by 
Sc hwinger v. Kramer, 
(landlord’s expert $85,000, assessed value $40,000, 


N. Y.cL. J, Dees27, 1940n. 1777. 
tenant $50,000, purchase price 


Matter of 


supra, note 99 (court found value to be $150,000) ; Schack v. 
Schwinger v. Kramer, supra, note 99 (fair 
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interest or amortization on any encum- 
berances.!°! It should be borne in mind 
that the court makes its determination 
only upon the figures submitted by the 
various parties to the proceedings; it 
makes no independent examination, so 
that all pertinent information must be 
submitted in the proceedings. Items 
which should or should not be included 
in the cost of maintenance and opera- 
tion vary depending upon the particular 
facts of each case, but certain generali- 
zations may be made. Depreciation is 
not includible unless there actually has 
been some reduction in the value of the 
property.!°° Generally, all recurring 
reasonable out-of-pocket expenses are 
allowed.!°3 The Courts try to allocate 
permanent improvements over their 
life.1°# In various cases the following 
items have been disallowed: ground 
rent paid by lessee,!° total taxes paid 
where reduced by certiorari in prior 
years ;!9© in one case the judge disal- 
lowed officers’ salaries, franchise taxes, 
auditing, trustee’s fees and legal ex- 
penses.!07 

If the total of the allowable expenses 
and the fair return amount to more 
than the present rentals, then the de- 
ficiency may be prorated among the 
various non-residential tenants based 
upon such factors as amount of space, 
location, etc. as outlined above.!°8 
In 1948 the Court of Appeals held 


that if an owner is receiving the statu- 
tory overall return he cannot obtain an 
increase from one tenant whose rent is 
inadequately low.!°% For this reason 
there was added in 1949 a second or 
alternative computation. This was the 
“square foot’ formula which was 
adopted to bring the rent of statutory 
tenants up to a standard of value in 
the entire building.!!° 

Due to the form and phraseology of 
this subdivision, its construction by the 
courts resulted in rental awards not 
contemplated by the Temporary Com- 
mission to Study Rents and Rental 
Conditions when it recommended its 
adoption in 1949.11! 

Generally this ‘‘alternative” proceed- 
ing provided that the basic return (8% 
of the fair value) should be divided 
into the total net rentable space for the 
purpose of computing the fair rental 
value per square foot of the rentable 
space. The court could then increase 
the rent of any tenant paying less than 
this fair rental value, unless he occupied 
the premises under an unexpired lease 
or other agreement.!!2 

Literal construction of the statute as 
thus amended in 1949 created two ma- 
jor problems. The first difficulty was 
the absence of any allowance for cost 
of maintenance and operation in the 
determination of the basic return.'!$ 
This was corrected in 1950. The 1950 


101 Laws of 1950, Chapters 326 and 327, Sec. 4, Subd. 1(a). 
102 Matter of Fifth Madison Corp., 297 N. Y. 155 (1948); Schack v. Handel, see 


note 92, supra. 


103 See note 102, supra; but see application of Stabler, 89 N. Y. S. (2d) 205 (1949) 
(Appellate Division rules that great weight should be given to definite increases or decreases 
of expenses in the period after the preceding year). 

10% Schack v. Handel, see note 92, supra; Joanette Jrs., Inc. v. Princeway R. Corp., 


272 App. Div. 420 (1947). 


103 Matter of Dworman, 270 App. Div., 568, 61 N. Y. S. (2d) 352; application of 
Flushingside Realty and Construction Co., 67 N. Y. S. (2d) 155, 186 Misc. 117 (1946). 

106 Home Savings Bank of City of Albany v. Associates Discount Corp., 91 N. Y. S. 
(2d) 530 (1949) ; Matter of Winter, N. Y. L. J., Dec. 29, 1949, p. 1805, col. 7. 

107 In re Fifth Madison Corp., N. Y. L. J., April 1, 1949, p. 1177, col. 4. 


108 See note 86, supra. 


109 Matter of Relmar Op. Co., 297 N. Y. 609 (1948). 
110 Laws of 1949, Chapters 534 and 535, Sec. 4, Subd. 2. ; 
111 McKinney’s Session Law Service of New York, 1950, No. 5, p. 601. 


112 See note 110, supra. 


113 Liberal construction of this provision in Matter of 557 Fifth Ave., Inc., N. Y. L. J., 
Noy. 9, 1949, p. 1169 held that it was clearly implied in the amendment that these expenses 
were to be included in determining the fair rental. Likewise held in Matter of Rutherford 
Estates, N. Y. L. J., Jan. 30, 1950, p. 363, col. 4. 
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amendments state that the basic return 
in the alternative proceeding was to be 
determined as prescribed in subdivision 
1 of section + relating to the computa- 
tion for the entire building, thus mak- 
ing specific reference to the inclusion 
of the expenses in the calculation.!!4 

The second and more serious prob- 
lem involved in the wording of the 1949 
alternative computation amendment 
concerned the omission of any recogni- 
tion that the square foot rental value of 
space in a commercial building varied 
from floor to floor. Also, no indication 
was evident that in business space the 
rental value of stores differed and that 
offices were rentable at different 
rates.!!5 To change this court construc- 
tion, the Legislature amended the alter- 
native subdivision of section 4 to read 
that in determining the fair rental value 
per square foot the character and loca- 
tion of such space should be taken into 
account.!!6 

The Commission also believed that 
many of the increases granted by the 
Supreme Court were not authorized by 
the statute and to curtail litigation, the 


114 See note 110, supra. 


legislators inserted a clause into section 
4, subdivision 2 which permits “the 
tenant and landlord at any stage of the 
proceeding to enter into a written 
stipulation that the fair rental value per 
square foot of the . . . space occupied 
by the tenant is the amount stated and 
consenting to have the court so deter- 
mine. > 

Finally, the last important change in 
the 1950 Commercial and Business 
Rent Laws also affects the alternative 
proceeding to fix rents. It provides 
“that in no event shall the rent of a 
tenant be fixed in an amount in excess 
of 15% greater than the rent being paid 
by the tenant . . ., and provided fur- 
ther, that the rent of a tenant shall not 
be increased as provided in this sub- 
division more than a total of 15% in 
any period of twelve consecutive 
months.”!!7 This provision is the result 
of the Temporary State Commission’s 
belief that a few landlords have taken 
unfair advantage of the 1949 relaxation 
in controls pertaining to the alternative 
remedy.118 


115 In the following cases where strict construction was followed an arbitrary average 


was prescribed for every location, despite the — 1. resulted in some cases: 
Inc.) N. 
Dec. 29, 1949, p. 1805, col. 7 
20, 1949, p. 1715, col. 3; Matter of ieuthertand Estates, IN. Yok. Ja 


of Barry Equity Corp'n (Marcia Hat Ce., 
of Winter, N. Y. L. J., 
Newel. i, Dec. 


1950, p. 363, col. 4; In re Jewelry Center Co. (Joseph), 
col. 1; Hirsch v. Israel, N. Y. L. J., Oct. 14, 1949, p. 840. 


Matter 
Oct. 13, 1949, p. 820; Matter 

‘ ie of 247 Corp’n (Goldstein), 
5, Jan. 30, 
N. Y. L. J., Feb. 20, 1950, p. 628, 
But in some cases, the court held 


it had the power to consider the locations of the tenants involved: In re Fifth Madison 


Corp'n. (J. B. Doblin, Inc.), N. Y. L. 


J., Oct. 5, 1949, p. 723: 


Matter of Richfil Estates, Inc. 


(Varsity Bags, Inc.) N. Y. L. J., Jan. 10, 1950, p. 104, col. 3, Appellate Division, First Depart- 
ment, reversed Supreme Court decision in Matter of Barry Equity Corp’n. (Marcia Hat Co., 


Inc.) N. L. J., May 9, 1950, p. 1637, col. 


117 See note 101, supra. 
118 See note 111, supra. 
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116 Laws of 1950, Chapters 326 and 327, Sec. 4, Subd. 2 
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Can a City Plan Its Financial Future? 


By Ricuarp A. ATKINS 


HOPE that in some degree this dis- 
| ee will serve to rekindle the 
interest of certified public accountants 
in municipal affairs. There is no group 
whose continued active interest in 
municipal finance would .have more 
value. 

Can a City Plan Its Financial Fu- 
ture? For an answer to this question 
we must consider a number of things: 
the purpose of financial planning, the 
nature of municipal finance, the meth- 
ods and material of financial planning, 
and current problems which tend to 
impede or limit such planning. 


Purpose of Financial Planning 


The purpose of financial planning has 
been well stated by Dr. Frederick L. 
Bird, of Dun and Bradstreet. Dr. Bird 
has offered the thought that the “key 
principle of post-war local government 
finance should be the maintenance of a 
safe relationship between fiscal capacity 
and obligations undertaken.” I like 
this thought. It carries a strong con- 
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notation of trusteeship. Any city which 
lives up to the principle of maintaining 
a safe relationship between its fiscal 
capacity and obligations is om sure 
ground. 

Fiscal capacity is an elusive term. No 
precise measure of such capacity has 
been formulated. Cities with first-hand 
knowledge of the limits of their fiscal 
capacity are unfortunately those that 
have exceeded them. But some such 
guide must be sought. Otherwise finan- 
cial planning has no point and financial 
calculations are only a gamble. An 
effort should be made to apply the 
principle just suggested. Then there 
will be a method of criticism for every 
tax proposal and a proximate basis for 
evaluating expenditures. Each incre- 
ment of debt, costs, or taxes can be 
referred to a principle. Financial plan- 
ning will have purpose and take on 
meaning. 


Nature of Municipal Finance 


A few observations about the general 
nature of municipal finance should help 
our inquiry. This will establish the 
material we have to work with and give 
some of you a contrast to private busi- 
ness. Obviously the most important 
thing about a city is its public character. 
It is a public corporation chartered by 
the state legislature. Its primary func- 
tion, in theory, is to provide common 
services necessary in civilized existence. 

A city is not merely an administra- 
tive district, but with the passage of 
time it has acquired the characteristics 
of both a local entity and an administra- 
tive agency of the state government. 
It enjoys a considerable measure of in- 
dependent action— yet it is ultimately 
and also intimately bound by state law, 
and, in ways that no one could hope to 
fathom, by state administrative super- 
vision. 
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Accountability and 
Legal Limitation 


Given the nature of city government, 
the main features of municipal finance 
are accountability and legal limitation. 
I use the word accountability both in 
the army sense of official and personal 
responsibilty and in the sense of the 
way in which a public officer is held 
accountable for his actions to some rule. 
These rules may take the form of pro- 
visions in the state constitution, in 
statute law, and in the ordinances and 
acts of local governing bodies. Such 
rules may also derive from the admin- 
istrative regulations of higher authority. 
Thus the state comptroller is empow- 
ered, among a great many other things, 
to prescribe the classification of mu- 
nicipal accounts and to review the tax- 
ing power of New York cities. 

Municipal accounting methods reflect 
this responsibility. The fundamental of 
municipal accounting is fund account- 
ing. In governmental terminology a 
fund is defined as a “sum of money or 
other resources set aside for the pur- 
pose of carrying on specific activities 
or attaining certain objectives in accord- 
ance with special regulations, restric- 
tions or limitations.” Funds are there- 
fore established to make certain that 
revenues will be raised and expended 
in accordance with the rules which are 
imposed upon a city and its finance 
officers. The primary object of munici- 
pal accounting is not to ascertain 
whether government is showing a profit 
or a loss but to see that all revenue due 
is being collected and that expenditures 
are made in accordance with legal or 
budgetary restrictions. 

(1) Expenditure Controls—Finan- 
cial planning must reckon with these 
various limitations. Many of them are 
inflexible. Amendment of the state 
constitution is a cumbersome matter. 
State laws, local charters, and even 
local ordinances are not easily changed. 
The purposes of municipal expenditure 
are generally defined by law and in 
numerous instances are narrowly so de- 
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fined. Some municipal expenditures are 
mandated by law. Thus the Education 
Law of the State of New York pre- 
scribes teachers’ salaries and declares 
that certain types of instruction are 
obligatory and that a full time day 
school shall be in session not less than 
190 days each year. A reading of the 
Social Welfare Law will soon convince 
anyone that localities are completely 
committed to a sweeping program of 
public assistance, the only real variant 
in which is the occurrence of need on 
the part of local residents. 


(2) Revenue Restrictions—Taxing 
power is a distinguishing characteristic 
of government, but the sources of mu- 
nicipal revenue are closely defined by 
state law. Often the legislature goes 
further and fixes maximum rates of 
local taxation. Real estate taxation is 
limited after a fashion by the state 
constitution. A city is not free to select 
objects of taxation beyond those enu- 
merated in statute. Even the so-called 
permissive tax law permits very ‘little 
actual exercise of revenue power. The 
number of taxes made available is 
small; maximum rates are specified; 
and to some extent the apportionment of 
the tax proceeds is mapped out in detail. 
Since V-J day the revenue restrictions 
on cities have caused a good deal of 
feeling among municipal officials, They 
do not like to eat the crumbs which 
fall from the table at the current feast 
of taxes. 


(3) Debt Limitations—The debt-in- 
curring power of cities is subject to both 
constitutional and statutory restrictions 
as well as to local charter requirements. 
A city can borrow only for designated 
public purposes. There is an overall 
limitation on the amount of its indebt- 
edness. Recent changes in the law af- 
fect the character of municipal debt and 
its term. Cities cannot borrow on thirty- 
year bonds for pavements with a life of 
ten years. On certain types of borrow- 
ing New York municipalities must make 
a “down payment” from tax revenues 
a device for enforcing partial pay-as- 
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Can a City Plan Its Financial Future? 


you-go and discouraging loans for 
trifling objects. Limitations on local 
debt practice date back a hundred years, 
and each new restriction is born of a 
desire to prevent mismanagement or 
extravagance. Municipal debt and 
credit stand in marked contrast to 
federal debt, for they are subject to 
market conditions of supply and de- 
mand and to well-established criteria 
of acceptability. A city cannot manu- 
facture its credit or force the sale of its 
securities. 

(4) Prudential Superviston—Cities 
are also subject to a variety of pru- 
dential controls—two of which I have 
mentioned in connection with the duties 
of the state comptroller. Syracuse is 
subject to periodic post-audit by the 
state and to regular disclosure of its 
condition in the form of financial re- 
ports. The city charter contains many 
specia! safeguards with respect to the 
annual budget of the city, the use and 
disposition of surplus, and administra- 
tive compliance with the appropriation 
orders of the city council. 

I have moved over these topics in 
haste simply to sketch the legal frame- 
work of municipal finance and to sug- 
gest the inherent limitations upon finan- 
cial planning. This is not to say that 
a city cannot make choices. Municipal 
expenditures are the product of a mul- 
titude of local forcees—the community 
standard of living, its social and eco- 
nomic make-up, the nature and _ plia- 
bility of its politics and the real or 
fancied needs of local residents. Never- 
theless, in financial planning a city must 
observe the channel markers, and hold 
to a charted course. 


Methods and Material of 
Financial Planning 


Now we can turn to the methods and 
material of financial planning and con- 
sider the differences between planning 
and expediency. At the risk of being 
somewhat general and with no thought 
of being original, I should like to touch 
upon some of the things which citizens 
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and taxpayers might reasonably expect 
of financial planning and policy. 


Sound Budget Policies 


For forty years the executive budget 
has been regarded as the corner-stone of 
financial planning. It was, in fact, a 
product of the pioneer efforts of govern- 
mental researchers and some of us, I 
fear, have never advanced very far be- 
yond it in our thinking about govern- 
ment. Today the executive budget is 
taken for granted in all except the 
county and some local subdivisions. 
There is no need for arguing that a 
good budget program is the first essen- 
tial of financial planning. I would go 
a step further and ask that it live up to 
definite standards. The city charter 
requires a balanced budget in the con- 
ventional sense of the word, and we 
do not have to worry for the moment 
that the philosophy of deficit financing 
will spread to impair the concept of 
balanced budgeting at the level of local 
government. 


So it is not with the budget as such 
that we need concern ourselves. The 
problem is with the methods of its 
preparation and the use that is made of 
it. There is always room for progress 
in budget preparation and enforcement. 
It is not enough that the budget should 
represent a balanced program — it 
should represent a realistic program. 
All revenue should be fairly and fully 
estimated in relation to actual experi- 
ence and the carefully reasoned out- 
look. Concealment of assets or calcu- 
lated construction of election year 
surpluses should have no place in a 
municipal budget program. Likewise 
the inflation of expenditure require- 
ments, the creation of hidden reserves, 
and other such devices are equally 
without merit. By the same token the 
deliberate underestimate of real re- 
quirements should be avoided. I have 
in mind a large city which for years 
neglected necessary items of equipment 
in order to protect its inflated payrolls 
through thick and thin. 
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There is a special sense in which a 
municipal budget should be in balance 
and that is in terms of the actual out- 
come of the year’s operations. Our 
charter contains safeguards to assure 
budget stability and no doubt we owe 
the agreeable state of the city’s current 
account to these wise provisions of law 
and to the extremely conservative prac- 
tices observed by finance officers. The 
Syracuse charter endeavors to prevent 
the occurrence of operating deficits, or 
more exactly, to prevent their recur- 
rence and pyramiding. 

During the depression, cities learned 
some hard lessons. Loose financial 
planning, as well as genuine distress, 
led to make-shift expedients in munici- 
pal finance, characterized by deficiency 
borrowing, extended refunding opera- 
tions, incurrence of floating debt, and 
similar evils of recent memory. Of late, 
law-makers, municipal officers, and 
taxpayers have shown an increasing 
favor for procedures which guarantee 
that municipal budgets will balance in 
fact as well as on paper. We can 
properly expect that the city budget 
should represent much more than 
columns of neatly arranged figures 
leading to an ostensibly balanced result. 
It should be in balance not by the 
measure of arithmetic correctness but 
by the acid test of the outcome of 
annual operations. 


Furthermore, I think the budget 
should possess vitality. Sterile repe- 
tition of line items year after year, 
perfunctory preparation and casual 
city council scrutiny and endorsement 
are not healthy signs. Yet I fear this 
is the level to which budget administra- 
tion has sunk in many cities. One of 
the hopeful developments in the field 
of municipal finance is the apparent 
effort to unite budget-making with 
management. Sizeable jurisdictions 
have discovered that they can afford a 
budget officer who has year around 
responsibility for budget enforcement 
and follow-up. It seems to me the 
possibilities in this area are limited 
only by the tact, resourcefulness, and 
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energy of the man who fills the position, 
Ideally the budget officer would make 
it his business to see what makes the 
city departments tick. An aggressive 
and enterprising department head 
surely enjoys the advantage in direct 
proportion to the budget unit’s hazi- 
ness about his operation and real needs. 
Some cities are endeavoring to tie 
in the management-planning function 
with the budget officer. Under execu- 
tive leadership, there is certainly a 
place for activity of this kind—in 
reviewing departmental methods and 
organization and in carrying over the 
results of the work into the budget 
itself. With the best will in the world, 
the usual department head is too en- 
grossed in his operation to engage in 
continuous organization planning. 


Just at the moment there is a large 
amount of talk about the Hoover Com- 
mission’s recommendation for a “per- 
formance” budget and the idea is 
creeping into discussions of local finan- 
cial administration. The performance 
budget is supposed to package money 
requirements with work programs, 
rather than with mere objects of ex- 
penditure such as men, materials, and 
supplies. It is supposed to measure 
results, not the isolated means whereby 
results are achieved. It should open 
the way for administrative audit and 
cost analysis. There is nothing novel 
about the idea. A number of years ago 
I happened upon a budget of the city 
of Toledo, which came as close to the 
performance principle as any federal 
budget we are ever likely to see. I 
should hesitate to pass judgment on 
the applicability of this conception to 
municipal government, but that should 
not keep us from being attracted to 
anything which might give the city 
budget more actual content and mean- 
ing. In short, we may be going into a 
period of trial and earnest exploration 
of new budget methods. Maybe after 
all these years the executive budget is 
due for a new lease on life. Its central 
position in financial planning should 
make us hope so. 


June 
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Planning for Public 
Improvements 


A comparatively recent development 
in municipal practice is the public im- 
provement budget. Stated simply, a 
capital budget is a special program for 
planning and financing public improve- 
ments such as land and _ buildings, 
pavements, sewerage, water extensions, 
and major equipment. These improve- 
ments usually represent a permanent 
addition to a city’s physical plant. 
Under capital budget procedure they 
are programmed separately from the 
regular operating budget which pro- 
vides for salaries, supplies, and other 
current expense. 

It is customary to formulate a capital 
budget program to include anticipated 
requirements over a number of future 
years. The capital budget as actually 
adopted covers needs for one year at a 


, time. However, the program looks for- 


ward and as one year’s capital budget is 
adopted, the whole program is pro- 
jected forward in tentative form for an- 
other year into the future. Thus, the 
improvement program is subject to an- 
nual revision. 

A capital budget must, of course, 
specify the method of financing public 
improvements. It should be so geared 
to the regular operating budget of the 
city that expenditures for both currrent 
expense and capital outlays will com- 
prise a consistent scheme safely within 
the city’s capacity to pay and properly 
related to existing and foreseeable 
sources of revenue. 

Advantages of planning for public 
improvements are obvious. A capital 
budget enables a city to screen various 
proposals for public improvements and 
eliminate those which are unnecessary. 
Likewise, it permits a city to relate 
different needs and strike a reasonable 
balance among all the competing de- 
mands that are invariably put forward 
by operating departments and by out- 
side pressures. Capital budgeting in- 
volves questions of city planning and 
engineering as well as finance and 
therefore presents the municipality 
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with a chance to consider each im- 
provement in terms of the present 
development of the city and its future 
growth. 

Improvement planning of this de- 
scription imposes administrative and 
political responsibilities which the 
average municipal official is reluctant 
to assume. Nevertheless, its accept- 
ance by a growing number of cities is 
evidence of its validity in practice as 
well as in theory. A capital budget 
fills the gap in customary procedure. 
It allows localities to deal with factors 
of physical property in the same way 
that they are accustomed to deal with 
out-of-pocket expense. It is not diffi- 
cult for anyone in a position of political 
leadership to make promises, but it is 
extremely difficult to make binding 
commitments. It is no simple matter 
for a city to state its financial position 
over a forward period. Yet improve- 


ment planning depends on _ future 
commitments and forward financial 
planning. 


Debt Managemen x 


There is a close link, naturally, be- 
tween financial planning and debt 
management. During the war practi- 
cally all cities were able to reduce their 
debt as a result of the halt in emergency 
demands and capital outlays. Syracuse 
went a good deal further than most of 
the municipalities of the state and it has 
been on a_ pay-as-you-go basis for 
over six years. Solid and substantial 
benefits have resulted. 

The city of Syracuse no longer relies 
on borrowing expedients employed 
down until 1944 to improve its current 
position at a future cost to the tax- 
payer. Such emergency measures as 
welfare expense loans, refunding loans, 
and “debt equalization” borrowing 
have all gone into the discard. Muni- 
cipal debt has been brought safely in 
line with community resources. Direct 
bonded debt of the city, where debt 
service charges are met directly by 
taxation, has been so sharply reduced 
that it amounts to little more than one 
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percent of taxable assessed valuations. 
The city’s debt can be viewed not only 
as safely manageable but as conserva- 
tive in comparison with experience 
elsewhere. 

Asa result of debt reduction, a much 
smaller proportion of budget expense 
is represented by interest costs and 
principal payments on the municipal 
debt, and a much larger proportion of 
the tax dollar is going for regular 
municipal activities such as fire, police, 
public works and schools—which are 
direct services to residents of the city. 
In 1938, interest and principal pay- 
ments on the tax-supported debt of the 
city exceeded five million dollars. Now 
they are $1,250,000 annually. Within 
the next three years, barring new 
loans, debt service costs will fall to a 
negligible figure. 

These are indisputable gains but it 
will require a great deal of foresight 
to preserve and consolidate them. As 
a working principle, all regularly re- 
curring outlays in the future should 
be met from current tax revenue. 
Certainly there is no wisdom in bor- 
rowing to replace motor equipment, to 
do routine street work, to make normal 
utility extensions, or to finance ordinary 
construction which goes on from year 
to year. It is particularly unwise when 
a city such as Syracuse has reached the 
limits of its physical growth, and to all 
intents and purposes, is near the end 
of its population growth. Borrowing 
should be reserved for exceptional pro- 
jects with a long life and for under- 
takings which are largely or wholly 
self-supporting. 

Once debt has been brought under 
control, it should be kept there. New 
York State constitutional debt limita- 
tions strike me as being liberal, es- 
pecially when separate debt limits for 
overlapping jurisdictions and various 
exemptions are taken into account. No 
one should be lulled into a sense of 
security merely because these so-called 
limitations exist. Each locality might 
better establish its own criteria of debt 
capacity. I should expect them to be 


much stricter. In Syracuse we have 
two extra safeguards of our own—a 
local law which requires the city to 
budget $2,000,000 from current tax 
revenue before term borrowing is per- 
mitted and a charter provision which 
requires a popular referendum on 
bond proposals. While these measures 
should put a brake on hasty action, 
they intensify in many ways the need 
for future planning. Also, while we 
are on the subject, a weather eye 
should be kept on the overlying county 
debt, which is no less a claim on the 
taxable resources of the community 
than are the direct obligations of the 
city itself. 


Current Problems of Financial 
Planning 


The methods of financial planning, 
as I have outlined them, consist of pro- 
gressive budget administration, public 
improvement programming, and debt 
control policies. Such planning, how- 
ever, must operate in an environment 
which is more than the product of day- 
to-day circumstances and_ pressures. 
Three things, at least, are necessary : 

First: Adequate and accessible 
revenues—meaning diversified and de- 
pendable sources of local budgetary 
revenue. 

Second: Local initiative, leadership, 
and support—meaning official respon- 
sibility for and public acceptance of 
the effort to achieve a sound municipal 
economy. 

Third: Sensible intergovernmental 
relationships—meaning friendly laws, 
and rational tax and financial relation- 
ships with other agencies of govern- 
ment. 

Maybe this sounds like a large order, 
perhaps too much for this world—but 
it is no more than many municipal offi- 
cials are asking. My three-point pro- 
gram sounds like nothing so much 
as a set of resolutions drawn by a 
municipal association or a conference 
of mayors duly assembled and in a 
serious mood, 
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Adequate and Accessible Revenues 


The municipal revenue structure is 
the outcome of adjusting.new demands 
to the traditional property tax base. 
Its growth has been largely outside 
local hands—the product of a series 
of improvising actions by the state 
since the end of the First World War. 
No one knows whether it is adequate 
except by rule of thumb. It is certainly 
not diversified in the usual sense of the 
word. And there can be question, in 
the light of past experience, as to its 
dependability. 

Aside from the property tax, Syra- 
cuse receives operating revenue from 
state aids for education and_ public 
health, the per capita distribution of 
shared taxes, and the local utilities tax. 
Per capita payments were substituted 
in 1946 for the separate distribution of 
state-collected income, business and 
liquor taxes under varying formulas 
and in fluctuating amounts. These 
payments possess the virtue of cer- 
tainty—which is to their credit in view 
of the disastrously low level to which 
prior distributions sank. But they are 
static in character—and the basis on 
which they rest, a payment of $6.75 
per capita in cities, has no permanent 
significance. It is merely the resultant 
of certain tax proceeds which happened 
to be available for distribution a few 
years ago. 

Our experience in Syracuse with 
local tax supplements has its good side 
and bad. The permissive tax law was 
a helter-skelter proposition, although 
no one has been in a hurry to suggest 
anything better. Its application has 
resembled a case of growing pains in 
local democracy. Framing a local tax 
policy, where for once an element of 
choice was present, was a_ sudden 
change from long years of reliance 
upon the real estate tax and_ state 
hand-outs. However, a pattern has 
been established, and over the future 
we are likely to see more rather than 
less of an effort to extend local taxing 
power. It will require a lot of reasoned 
judgment to prevent this effort from 
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creating tax chaos and adding to the 
hazards of business. 


I think we shall also see more inter- 
est in the property tax and perhaps 
some departure from the rigid features 
which typify this levy. In the race for 
revenue, we can expect to hear about 
property tax “reform”, which is a 
polite way tax experts have of sug- 
gesting that possibly some additional 
revenue should be wrung from real 
estate. Most of the controversy over 
local property taxation has turned on 
the issue of what cities should spend 
rather than upon any studied analysis 
of what tax the owners of various 
classes of real estate might reasonably 
be expected to pay and under what 
circumstances. I know of at least one 
city where the assessment of business 
and commercial properties was cyn- 
ically regarded as the balancing item 
in the municipal budget. Valuations 
were rigged each year for just that 
purpose. Real estate taxpayers will 
continue to be wary in the face of the 
revenue appetite of large cities. Ex- 
perience has taught them that even tax 
limitations can be evaded, and in its 
present form and as recently liberalized 
in New York State, tax limitation is a 
frail protection. 

Thus the outlook for financial plan- 
ning is clouded by revenue trends and 
prospects—as they relate to state pol- 
icy, to the outlook for supplementary 
non-property tax revenues, and to the 
continuing uncertainties of the local 
property tax. Before the war, I was 
involved in a serious effort to con- 
struct a long-range improvement bud- 
get. In another case, here in Syracuse, 
I was an interested observer of such 
an effort. Both efforts fell down for 
opposing and yet similar reasons. In 
each instance there was an unwilling- 
ness to relate improvement needs to 
local revenues. The revenue problem 
of cities and the political liabilities 
which go with it are the number one 
obstacle to financial planning. 
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Local Initiative and Leadership 


If a city is going to plan its financial 
future, there must be, initiative and 
leadership. These must be present 
within the city administration and they 
must be strong enough not only to 
carry along the divergent elements 
within city hall but also to attract and 
muster public support, especially, I 
should hope, among the taxpayers. 
Many officials have come to the con- 
clusion after bitter experience that the 
best way to get things done is to go 
ahead and do them without being held 
back by the cluttered views and con- 
flicting ideas of citizen groups. So far 
as this attitude is a reflection on civil 
responsibility, we have ourselves to 
blame. 

Within the municipal organization 
itself, financial planning requires a 
careful balance of interests. It is not 
the sole concern of the chief finance 
officers, or of the city planning com- 
mission, or of the school board, or of 
any other leading officials. All these 
people must work in harness. For that 
reason, | am continually perplexed by 
the current agitation for fiscal inde- 
pendence of the schools. I can appre- 
ciate that any public agency would like 
fiscal independence—but I cannot see 
how it will contribute to progress in 
municipal finance or help realize the 
basic principle which we have laid as 
the purpose and end of financial plan- 
ning. It seems to me that financial 
planning can best be accomplished by 
unified administration of city finances 
and that each move to dissipate respon- 
sibility and decision will only create 
confusion. 

Enlisting civic interest in municipal 
finance is still another problem. Some 
cities are trying to make headway in 
this direction. Real estate tax bills are 
accompanied by literature purporting 
to explain what happens to the tax 
dollar. The annual financial report 
appears with a bright cover and con- 
tains some summary charts. Perhaps 
the municipal budget is preceded by a 
message which actually says something. 
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Where an improvement program is 
under consideration or in progress, the 
views of citizen groups can be solicited 
or such groups may participate in 
its development. Successful financial 
planning depends upon the extent to 
which a city is either free from ex- 
traneous pressures or able to with- 
stand them. This, in turn, depends 
upon success in awakening and holding 
the public interest. 


You will recall that I have defined 
financial planning rather narrowly by 
adopting Dr. Bird’s text. I spoke of 
maintaining a safe relationship between 
fiscal capacity and obligations under- 
taken. Such a view of the purpose of 
financial planning puts an extra burden 
upon those who seek public support or 
exercise leadership. Cities whose finan- 
cial plans have consisted of multi-million 
dollar bond programs to change the face 
of the municipality have rarely had 
trouble in exciting interest. Prudent and 
persistent efforts to achieve a sound 
municipal economy appear dull by com- 
parison. And yet I submit, as between 
the two, the latter course calls for a 
higher level of local statesmanship. 


Intergovernmental Relations 


Prior to the first war, the financial 
relationship of the State of New York 
to its political subdivisions was of min- 
or consequence. Ten years later, state 
aids and shared taxes amounted to $160 
millions. By 1940 they rose to $270 
millions; and now they total $500 mil- 
lions. For a generation the fiscal re- 
lationship of the state and the localities 
has been the dominant interest in state 
finance, now overshadowing in dollar 
volume the organizational expense and 
other obligations of the state govern- 
ment itself. Nearly a quarter of the 
Syracuse budget is financed from state 
funds. The county disburses state wel- 
fare and highway grants which are 
fully as important to its annual budget. 
The scope and importance of these 
various state funds are not recognized 
by most people, but they are a subject 
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Can a City Plan Its Financial Future? 


of vital interest to those who have a 
vested interest in their continuance and 
extension. 

In 1936, the McAneny Commission 
offered the thought that state aids had 
a dubious value. It declared that their 
“chief danger arises from evils usually 
associated with the spending of other 
people’s money. State aid implies that 
local units are left with an appreciable 
degree of administrative power. They 
spend the money ; that vague reservoir 
of almost illimitable wealth, the ‘state’, 
supplies it. It is almost as if the ‘state’ 
were some foreign power, whose finan- 
cial burden could be of interest to the 
citizens of the locality only to the ex- 
tent that a possible stoppage in the flow 
was indicated.” 

This was a harsh verdict, and per- 
haps fully deserved. But where the 
critics of state aid have failed is in their 
inability to suggest a means of halting 
the centralization of tax resources in 
Albany and in their inability to offer 
a solution for the fact that technological 
change, living standards, and social 
sensibilities and services all operate 
without direct relation to the fiscal 
capacity of the localities of the state. 
Merely to condemn state hand-outs 
leads us nowhere. 

From the standpoint of financial plan- 
ning—which is our interest at the 
moment—state grants are both a hind- 
rance and a help. They are a help as 
a local tax supplement in financing 
large-scale social programs and school 
expenditures. They are a hindrance 
insofar as they tend to undermine local 
decision and policy-making. Unavoid- 
ably they reflect policies and decisions 
which are removed from local control. 
I do not speak from experience, but it 
seems to me that local financial plan- 
ning in the disposition of state funds 
involves about as much actual initiative 
as the employment of a legacy which 
is doled out under.a watchful eye. It 
is not planning at all ; it is simply spend- 
ing somebody else’s money. It does not 
involve any real local responsibility— 
it merely means filling out a form from 
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Washington or forwarding a voucher 
to Albany. 

State attitudes waver. They are like 
those of an indulgent parent. After 
the war there was a great burst of state 
generosity. Now it is being hinted 
that the state has gone too far—80 per 
cent welfare reimbursements, it appears, 
may be excessive, although at the time 
of their enactment, they were heralded 
as the salvation of local government. 
Current Albany interest in expanding 
local real estate taxing power and debt 
incurring authority can be taken as 
another sign that the state is trying to 
back away from further financial com- 
mitments to the localities. 

When the Moore Commission sub- 
mitted its final report in 1946, it 
advised the cities that they were at 
last free to plan their financial future. 
Hopes for postwar stability were shat- 
tered as soon as prices started sky- 
ward the same summer. Rational tax 
and financial relationships seem as re- 
mote as ever. Perhaps the next move 
will be to reopen the subject through 
still another official inquiry and see if 
there is any way of balancing the func- 
tions of government with financial re- 
sources and relating control and respon- 
sibility in state and municipal finance. 
Otherwise financial planning at the 
local level must make the best of the 
fact that in a considerable area, local 
decisions and plans count for very little. 


Summary 


Let us retrace our steps for a 
moment. We have defined the purpose 
of financial planning as the maintenance 
of a prudent relationship between fiscal 
resources and commitments, The meth- 
ods of such planning are modern budget 
administration, improvement program- 
ming, and firm debt control. But to 
bring financial planning into effective 
action, more is required. The munici- 
pality must have adequate and accessible 
revenue. There must be executive lead- 
ership and initiative within the city 
government, and public acceptance of 
the aims and purposes of financial 
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planning. Finally intergovernmental 
tax and financial relationships must 
leave a wide area free for the exercise 
of local responsibility. 

As to our original inquiry—can a 
city plan its finances—the answer is 
yes, along the lines and within the 
limitations we have discussed. That 
there is duty to plan goes without 
saying, If there is value in what I have 
said, I hope it resides in my _ brief 
reference to the materials and methods 
of planning and in my reference to the 
obstacles which face the municipal of- 
ficial. The first has to do principally 
with financial administration. We 
should applaud and uphold all serious 
efforts to make progress in such ad- 
ministration. Mayors and finance offi- 
cers who are endeavoring to make 
progress in this area deserve support 
because they are working with subjects 


which lack glamor and superficial ap- 
peal. 

Yet municipal finance must be re- 
lated at all times to the pressures and 
interests which swirl around city hall, 
to the complexities of our governmental 
system, and to the rivalries for revenue. 
At present 61 percent of the 850 million 
dollar state budget is earmarked for 
local assistance.. That single fact alone 
makes us hesitate before assuming that 
municipal finance operates in an air- 
tight compartment and that what goes 
on in Albany belongs in another world. 
As public finance becomes more com- 
plicated, so do the fiscal interrelation- 
ships of government. 

Being responsible citizens, therefore, 
we are bound not only to seek and sup- 
port a high level of local financial ad- 
ministration but to bring ourselves to 
appreciate the circumstances which 
condition financial planning. 
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Contemporary Practices in Costing 
Inventories 


By Wa ter B. McFarLanp 


NVENTORY Costing is a perennial sub- 
I ject to which accountants have de- 
voted many hours of discussion at 
professional meetings such as. this. 
Doubtless you are all familiar with the 
American Institute of Accountants’ 
Accounting Research Bulletin No. 29, 
which states that “The primary basis 
for accounting for inventories is cost.” 
However, surprisingly little has been 
said or written on the question of what 
is included in or excluded from cost for 
inventory purposes. Perhaps account- 
ants have been so largely preoccupied 
with assumptions as to the flow of cost 
factors (i.e., whether to use Fifo, Lifo, 
etc., in tracing the flow of material 
costs) that they have neglected the 
other aspects of determining inventory 
cost. Or, possibly the independent 
auditor just doesn’t get much beyond 
direct material and direct labor in his 
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investigation of what goes into his 
client’s inventory. 

In discussion of the statement which 
I have quoted from Accounting Re- 
search Bulletin No. 29, the American 
Institute’s Committee on Accounting 
Procedure has remarked that “AlI- 
though princples for the determination 
of inventory costs may be easily stated, 
their application, particularly to such 
inventory items as work in process and 
finished goods, is difficult because of the 
variety of problems encountered in the 
allocation of costs and charges.” My 
remarks will be directed toward some 
of these difficulties. However, I shall 
be concerned with costing inventories 
rather than with pricing inventories, 
for I shall omit from consideration all 
questions raised by changing market 
values. 


Objectives in Costing Inventories 
Before going further, it seems desir- 
able to restate briefly the objectives 
which underlie accounting for inven- 
tories in order to make sure that we are 
all thinking in the same channel. The 
major purpose is determination of pe- 
riodic income by matching costs against 
revenues. In this process, costs are 
classified into two groups, (1) those 
which follow the product through in- 
ventories and (2) those which are ap- 
plied directly against the income of the 
period without assignment to inven- 
tories. In speaking of these two classes 
of costs, I shall use the now commonly 
accepted terms, product costs, and pe- 
riod costs. From the income statement 
point of view, the problem of distin- 
guishing between product and period 
costs is essentially one of timing the 
charges against revenue. Product costs 
are charged against revenue at the time 
the merchandise is delivered, while pe- 
riod costs are charged against revenue 
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at the time the costs are incurred. The 
inventories serve as a reservoir in 
which certain costs are carried forward 
to be matched against revenues of a 
future period. 


Costs Included in Inventories 

Costs are not inherently product or 
period costs, but are classified as such 
for accounting purposes. In this respect 
the costing of inventories is largely a 
convention which we might expect to 
find expressed in the form of accepted 
accounting practice. If asked “which 
costs are included in inventories and 
which costs are charged against inven- 
tories without passing through the in- 
ventory accounts?” most accountants 
would probably reply that “All produc- 
tion costs are charged to inventories 
and all selling and administrative costs 
are charged to profit and loss.” 

A little over two years ago, the 
N.A.C.A, Committee on Research pub- 
lished conclusions drawn from a study 
undertaken for the purpose of deter- 
mining from actual practice the types 
of costs which companies include in in- 
ventories*, 

In this study we attempted to deter- 
mine where the dividing line between 
manufacturing and non-manufacturing 
costs lies. For this purpose, informa- 
tion about practice in classifying costs 
of a group of borderline activities was 
obtained. This study disclosed a sur- 
prising range of variation in the treat- 
ment accorded specific cost items. 

Since I have mentioned the fact that 
this material is drawn from an 
N.A.C.A. research study, it may be of 
interest to you to know how these 
studies are carried on before I proceed 
further. The research activities of 
N.A.C.A. are guided by a committee of 
thirty members of the Association. 
This committee initiates projects for 
study and supplies guidance. However, 
the collection of information, drafting 
of reports, and other detailed work is 
done by a salaried staff which is part 





of the Association’s headquarters or- 
ganization of which I am a member. In 
accord with our usual practice, we be- 
gan the study of costs included in in- 
ventories with field interviews to learn 
how companies in a selected group 
classify their costs and something of 
the reasons which have led each com- 
pany to adopt the accounting methods 
it uses. These interviews were supple- 
mented by a mail questionnaire so that 
conclusions were based upon practices 
of 150 companies in total. In accord- 
ance with a policy of the Association, 
its research reports are not presented 
as authoritative statements of principle 
or procedure. In its research work, 
N.A.C.A. has followed the view that 
progress in industrial accounting will 
be most rapid if each accountant is un- 
hampered by rules which might limit 
his exercise of initiative in making the 
best use of accounting techniques for 
his own purposes. 


Classification of Borderline Items 
Packaging may be the final operation 
in the manufacturing process, or it may 
take place at the time of shipment. In 
the first instance, the package or ship- 
ping container forms an integral part 
of the finished unit which is transferred 
to the finished goods warehouse. Thus, 
breakfast cereal is first put in packages 
and then into shipping cartons. Wash- 
ing machines are crated before they 
leave the production line. All of the 
companies covered in our study classi- 
fied the costs of such operations as 
manufacturing costs and applied them 
to inventory along with other manufac- 
turing costs. On the other hand, when 
goods are packaged at the time of ship- 
ment, there is no such uniformity in 
the classification of costs. In the group 
of companies which reported packaging 
operations performed at time of ship- 
ment, approximately half treated costs 
of such operations as manufacturing 
costs applied to inventories and the 
other half treated these costs as dis- 


* See “Costs Included in Inventories,” Research Series No. 10, ‘N.A.C.A. Bulletin, August 
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tribution costs not chargeable to inven- 
tories. 

The storage of finished goods is an 
operation that falls between the pro- 
duction of the goods and the distribu- 
tion of them. When the goods awaiting 
sale are stored at the factory, the study 
showed a nearly even division of prac- 
tice in classifying warehousing costs as 
a product cost or as a period cost. Com- 
panies charging factory warehousing 
costs to product inventories generally 
hold the view that warehousing is a 
part of the manufacturing process and 
that inventory costs should be accumu- 
lated up to the time of shipment. Com- 
panies reporting warehousing costs at 
the factory as a period charge follow 
the opposite point of view, that is, that 
the manufacturing process is completed 
when the product comes to rest in the 
warehouse and subsequent costs should 
be classified as distribution costs. 

This division of opinion probably 
arises from the differing reasons for 
storing finished goods. In those cases 
where it is company policy to manu- 
facture for inventory in order to attain 
an even rate of production and its con- 
sequent advantages of lower costs, the 
costs of storing finished goods can logi- 
cally be viewed as costs of manufactur- 
ing. On the other hand, when stocks 
of finished goods are carried to aid the 
sales department in making prompt de- 
livéries, storage costs can be viewed as 
distribution costs. 

The study also covered a number of 
other costs, among which were costs of 
shipping finished goods, expenditures 
for research and development, and 
costs of operating various service de- 
partments such as accounting, purchas- 
ing, timekeeping, payroll, and person- 
nel. Time does not permit me to de- 
scribe our findings in detail, but again 
the most striking aspect of the replies 
was the diversity in classification of 
such costs. : 

While the statistics which bring out 
this diversity in cost classification prac- 
tice are interesting, it is even more in- 
teresting to examine the reasons which 
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underlie practice. In a number of in- 
stances it was apparent that classifica- 
tion of the costs was determined by 
placement of responsibility for cost 
control. Thus where cost accounting, 
purchasing, personnel, payroll, and 
similar functions are carried on by de- 
partments located at the factory and 
under authority of the factory manager, 
costs of operating these departments 
are classified as manufacturing costs. 
On the other hand, location of these 
departments away from the factory 
usually brings them under jurisdiction 
of executives concerned with general 
administrative or selling functions and 
the costs are placed in the non-manu- 
facturing category. 

Hence, it seems that cost classifica- 
tions developed primarily for purposes 
of fixing responsibility for cost control 
also govern inventory costing practice 
in many cases. Since plans of internal 
organization differ widely from com- 
pany to company, cost classifications 
which are based upon areas of man- 
agerial responsibility for costs produce 
results which are equally varied. Con- 
sistency in use of a chosen scheme of 
classification yields inventory figures 
which are comparable from year to year 
for a given company, but comparisons 
between companies may be impossible. 


Administrative Salaries 


In addition to the above borderline 
items, the study to which I have re- 
ferred brought out some interesting 
aspects of practice in the classification 
of administrative salaries. Companies 
participating in the study were asked 
to tell how they classify salaries of cor- 
porate officers and executives above the 
rank of factory superintendent. Replies 
to this question first brought out the 
fact that many of these top executives 
are concerned wholly or largely with 
manufacturing activities and hence sal- 
aries of these individuals are usually 
(but not always) treated as manufac- 
turing costs applicable to inventories. 

In addition, there were found to be 
some companies which include in costs 
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entering inventories part or all of the 
salaries of executives such as president, 
general manager, corporate secretary, 
treasurer, and controller. These com- 
panies appear to follow the view that 
general administration and_ financial 
costs should be divided between prod- 
uct and period costs on the theory that 
manutacturing and distribution are the 
primary functions and that administra- 
tion and finance are service functions. 
These companies are in the minority, 
however, and it seems that the bound- 
ary line between product and period 
costs is most commonly determined by 
the possibility of associating an execu- 
tive’s activities with manutacturing in 
some direct manner. 


Exclusion of Fixed Costs from 

Inventories 

Some years ago a writer in the 
N.A.C.A. Bulletin proposed that all 
fixed factory overhead be excluded 
from inventories.! Under this method, 
only those costs which vary with pro- 
duction volume would be inventoried. 
I mention this because there seems to 
be a surprising amount of interest in 
the idea today and a number of com- 
panies are experimenting with it. This 
indicates that we may hear more about 
this method in the future. 


Classification of Unabsorbed Costs 
Thus far I have dealt with costs 
which are classified at their origin as 
either product costs or period costs. 
Those companies which use predeter- 
mined burden rates or standard costs 
for costing production also have unab- 
sorbed cost balances in the form of 
variances which must be disposed of in 
some manner. Are these variances 
product costs, to be divided at the end 
of the period between inventories and 
cost of goods sold, or are they period 
to be charged in their entirety 


costs 


1936. 
Bulletin, April 15, 1947. 


against income of the period in which 
they arise? For my answer to this 
question I shall draw upon another 
N.A.C.A. research study in which we 
studied 72 standard cost systems in 
operation.” 

Companies which use standard costs 
commonly incorporate them into the 
accounts because to do so_ both 
strengthens the effectiveness with 
which standards can be used for man- 
agerial purposes and facilitates the 
processes of accounting for costs. By 
use of standard costs, bookkeeping can 
be simplified and reports prepared more 
promptly. These advantages result 
from eliminating the need for carrying 
many variations in actual costs through 
the inventory accounts. When stand- 
ard costs are used in accounting for 
costs, fluctuations in actual cost are 
diverted to variance accounts, accumu- 
lated there, and disposed of in total in- 
stead of being spread over numerous 
processes or orders. 

The accountant in public practice 
who is called upon to help his -clients 
in improving accounting for costs would 
do well to be thoroughly acquainted 
with standard costs. Frequently a 
standard cost system offers the least 
expensive way to get adequate costs for 
financial reports and additional benefits 
in the way of better information for 
cost control and pricing can often be 
had at little or no extra expense. 


Accounting for Inventories Under 

Standard Costs 

In determining income, the cost as- 
signed to raw material, goods in proc- 
ess, and finished goods inventories is 
of prime importance. There exists a 
divergence of opinion as to whether or 
not standard costs are proper costs for 
this purpose. In the study which | 
have referred to, we concluded that the 
answer is not definitely yes or no, but 


1 Jonathan N. Harris, “What Did We Earn Last Month”, N.4.C.A. Bulletin, Jan. 15, 
For an application, see Cecil E. Clark, “Fixed Charges in Inventories,” N.A.C.A. 


2 For a summary of this study see Walter B. McFarland, “How Standard Costs Are 


Being Used Today for Control, Budgeting, Pricing: 


February, 1950. 


352 


A Survey.” Journal of Accountancy, 


June 


lich 
this 
her 
we 
in 


sts 
the 
oth 
rith 
an- 
the 

By 
can 
ore 
ult 
ing 
igh 
id- 
for 
are 
1u- 
in- 
US 


ice 
nts 
ild 
‘ed 


ast 
for 
its 
‘or 
be 


Ne 


Contemporary Practices in Costing Inventories 


depends upon the standards employed 
and the success which the company has 
in keeping costs in line with standards. 
When the auditor finds that variance 
balances of significant amount appear 
on the books, it seems that he should 
investigate both the standards which 
have been in use and the company’s 
cost control practices, for he must know 
something about both of these factors 
if he wishes to understand the signifi- 
cance of the variances. Since this is a 
long story, I can mention only a few of 
the points which were developed in our 
study and refer you to the published 
reports for a fuller explanation. 


Treatment of Price Variances 


Prices paid for materials, labor, and 
services are ordinarily determined 
largely by influences beyond control of 
company management. Hence most 
companies use price standards which 
are intended to reflect prices the com- 
pany actually expects to pay rather 
than desired or “efficient” prices. 
Where the forecast of prices has been 
quite inaccurate and large variances have 
accumulated, these variances probably 
need to be divided between inventories 
and cost of sales, but most companies 
write off small variances. Another ap- 
proach to the problem is to revise the 
price standards whenever prices change, 
but this nullifies the clerical savings 
from use of standard prices. The study 
which I have cited showed that annual 
revision of price standards was the 
commonest method among the com- 
panies interviewed. 

On the other hand, a few companies 
use fixed price standards—i.e., stand- 
ard prices which are not revised. Fixed 
standards cannot be used to cost inven- 
tories, but they do serve as bases for 
computing ratios with which to deter- 
mine actual costs of inventories. In the 
study which we made, this plan of ac- 
counting was employed by several com- 
panies using a limited number of raw 
materials which fluctuate widely in 
price. For example, it was applied to 
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inventories of lead by a manufacturer 
of storage batteries, to metal inven- 
tories by a manufacturer of silverware, 
and to certain major materials used by 
a chemical company. When applied to 
numerous items, the method becomes 
cumbersome and errors due to averag- 
ing may be important. 


Performance Standards 


Standards for material usage and la- 
bor performance are usually developed 
primarily for the purpose of aiding 
management in cost control. Most 
users of standard costs now agree that 
cost control standards should be set to 
represent attainable good performance. 
The N.A.C.A. study to which I have 
referred previously showed that almost 
all of the 72 companies follow this view, 
although some had not achieved it in 
practice. 

In setting standards for these ele- 
ments of cost, current control consider- 
ations are usually stressed more than 
the inventory costing considerations 
which are involved. However, there 
seems to be no reason why good cost 
control standards cannot be used for 
costing inventories. Where standards 
are good and cost control is effective, 
the net variance balances are usually 
relatively small and the difference be- 
tween actual cost and standard cost is 
insignificant. In our study we found 
that only where standards were out of 
date or for some other reason did not 
reflect attainable costs were inventories 
adjusted by adding back some portion 
of the variances. 

A point deserving emphasis is the 
fact that cost control standards must be 
kept up to date if they are not to lose 
their effectiveness. In many companies 
revisions are being made almost con- 
stantly to reflect changes in products 
and methods of manufacturing. Such 
changes affect material specifications, 
operation time standards and other 
details. To carry these changes through 
to preparation of revised product cost 
sheets requires a great deal of clerical 
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labor where changes in standards are 
frequent and many products are in- 
volved. For this reason current changes 
are usually made only in the detailed 
operation standards and are not car- 
ried all the way through to the stand- 
ard cost of the finished product until 
the end of the year when a complete 
revision of standard costs is made. 
When this method is followed, a vari- 
ance arises because the standard cost 
at which goods are charged into work 
in process differs from the standard 
cost at which they are credited to work 
in process. When a revised product 
cost standard is established at the end 
of the year, a physical inventory is 
taken and inventories are restated at 
this revised standard cost with the con- 
tra side of this adjusting entry being 
carried to the variance account. 


Overhead Standards 

Predetermined overhead rates which 
were essentially standard costs were 
employed in costing inventories for a 
number of years before standard costs 
for direct material and direct labor 
came into use. Where substantial 
fluctuations in annual volume of pro- 
duction occur it seems necessary to use 
standard or normal rates to avoid ex- 
cessive increases in unit cost in periods 
of low volume. For example, one com- 
pany bases its overhead rates used for 
inventory costing and for pricing on an 
average volume which takes into con- 
sideration plant capacity and market 
potential over a period of years. This 
company’s unit costs reflect changes in 
wage rates, material prices, and operat- 
ing efficiency from year to year, but 
costs are not affected by short term 
fluctuations in volume. Our study of 
72 companies showed majority accept- 
ance of this view that unabsorbed over- 
head is not an additional cost of the 
goods produced. 


Standard Costs—Summary 

When good standard costs are com- 
bined with good managerial control 
over costs, variances from causes con- 
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trollable by management are usually 
not significantly large. In this case 
standard cost and actual cost of inven- 
tories practically coincide. Variances 
due to avoidable waste and inefficiency 
or to inadequate volume are generally 
charged off in the period in which they 
occur rather than carried forward in 
inventories. On the other hand, mate- 
rially large price variances and over- 
absorbed volume variances usually call 
for adjustment of inventories to ap- 
proximate actual cost. Where standard 
costs are not current and attainable 
they are likely to be unsuitable for cost- 
ing inventories. 


What Is Cost of Goods Sold? 

The foregoing comments have dealt 
with cost of the goods remaining on 
hand at the close of an accounting pe- 
riod. However, I would like to raise 
another question which concerns cost 
of the goods which have been sold. The 
reader of accounting textbooks gains 
the impression that the figure appearing 
opposite the caption “Cost of .Goods 
Sold” in the income statement, repre- 
sents expirations of inventory values 
occasioned by sales of goods to custom- 
ers. Probably most users of financial 
statements have this impression. 

In actuality, cost of goods sold may 
include a variety of costs not admitted 
to inventories. These include unab- 
sorbed costs such as variances, write 
downs to lower of cost or market, and 
sometimes other costs which may or 
may not have any relationship to cost 
of manufacturing the goods which were 
sold. 

It should be noted that use of cost of 
sales as a catch-all account in which 
to absorb these adjustments can cause 
the gross profit to fluctuate in a manner 
not connected with either sales or pro- 
duction costs. Measures of perform- 
ance based upon cost of sales or gross 
profit figures are likely to be vitiated. 
Inventory turnover ratios, comparisons 
between periods and between different 
units of the company etc., are thus 
affected. 


(Continued on page 376) 
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Marginal Costing 


By ApotpH Martz 


Fixed-Variable Expense Analysis 
The classification of expenses varies 
according to the nature of the expense 
and the purpose for which it is to be 
classified. The increasing importance 
of costs, and therewith cost accounting 
procedures, has pointed to the need for 
classifying expenses according to their 
fixed and variable nature. A _ third 
category, the semi-variable expense, is 
further analyzed in order to determine 


BxB Sales 


In break-even computation, fixed ex- 
penses play a major part. 
Fixed-variable analysis is also of im- 
portance with respect to differential or 
marginal costs. The word marginal is 
introduced together with the word dif- 
ferential. In the cost accountant’s ter- 
minology, the word differential is more 
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tional Association of Cost Account- 
ants. 


the fixed and variable components of 
the expense. Scatter charts or straight 
line equations assist in this task. The 
importance of the fixed-variable cost 
classification is emphasized in any con- 
sideration of the topic Break-Even 
Point. Break-even analysis and com- 
putation center about the fixed ex- 
penses. One of the formulas available! 
for computing the Break-Even Point 
is: 


Fixed Expenses 














VariableExpenses 
Total Sales 


common than marginal. Economists 
use marginal; engineers even use the 
term incremental costs. The three 
terms may be found used interchange- 
ably in accounting publications. 





Differential Costs 


Differential cost or marginal cost is 
defined as the additional cost necessary 
to produce one more unit of the prod- 
uct. One unit, of course, is merely a 
matter of speech. Expressed in that 
form it means n + one. In order io 
determine the differential cost, the flex- 
ible budget has become an excellent 
means of measuring the additional cost. 
In the N.A.C.A. Bulletin of December, 
1949, an article by John L. Fox points 
out that the flexible budget can give 
the additional cost by extending the 
so-called normal capacity at which the 
company is working, in step-like in- 
creases from 80% to 85%, or 90%, or 
100%. The additional cost would be 
the differential cost of manufacturing 
the new units. The new cost is not 
averaged out with the old cost. The 
article gives several very interesting 
illustrations pointing out how the flexi- 
ble budget helps to determine the dif- 


1See “Cost Accountants’ Handbook”, Theodore Lang, Editor, The Ronald Press Co., 


New York, 1944, p. 105. 
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ferential cost and to aid in many man- 
agerial decisions. 

The differential cost is the cost of 
the additional unit. The additional unit 
cost deals primarily with the variable 
or out-of-pocket cost. It tells what it 
costs to make one, or ten, or a hundred, 
or a thousand additional units. The 
fixed expenses, however, are consid- 
ered to be recovered in the normal or 
regular capacity of the flexible budget. 


Marginal Costing 


This discussion is not meant to deal 
with the marginal or differential cost, 
however. The subject is “Marginal 
Costing.” The ending ‘‘i-n-g” is sig- 
nificant. Marginal costing is a costing 
method. Cost accounting procedures 
make use of two costing methods: 
actual costing and standard costing, 
which are applied either to job order 
cost or process cost procedures. Mar 
ginal costing is another costing method 
which lends itself either to the job order 
or the process cost method. As a mat- 
ter of fact, it supersedes standard cost- 
ing, and is higher on the scale of cost- 
ing method. It differentiates between 
variable expenses and fixed expenses. 
The cost of a job or process comprises 
only the variable expenses incurred and 
seeks to exclude any charge for fixed 
expenses. 


Conventional Costing Procedure 

Four basic steps are recommended 
for successful costing: the creation of 
an organization chart, the setting-up of 
a chart of accounts, the departmentali- 
zation of shop and office, and the anal- 
ysis of fixed and variable expenses. 
The organization chart indicates the 
persons in charge of the departments so 
that responsibility can be placed as the 
costs are incurred and directed to the 
proper accounts by means of the chart 
of accounts. The departmental or func- 
tional cost control rests with the fore- 
man or department head who is respon- 
sible for his direct (or variable) costs 
only. Fixed expenses enter neither the 
computation nor the report sent to the 
toreman. 
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Fixed expenses are not only the com- 
monly known charges, such as depreci- 
ation, obsolescence, taxes, and interest 
on investment, but all those items 
which, by the company’s own planning 
and budgeting, become fixed by policy 
They include all of the expenses nec- 
essary to be ready to produce. To find 
that fixed quantity, the quantity neces- 
sary for going ahead, is not an easy 
problem. But because it is such a prob- 
lem, in business anyway, various 
schemes such as an average costing 
rate, or a normal capacity rate, or a 
capacity rate based on sales, or a ca- 
pacity rate based on ability to produce, 
or a combination of the two, are set up 
with the hope that over the year or 
years all expenses will have been ab- 
sorbed. Yet, while the full absorption 
might be possible over a cycle of years, 
the cost accountant is asked to prepare 
monthly statements of income and ex- 
penses in which the absorption process 
has not yet been completed, due to the 
fact that sales figures and production 
costs fluctuate quite seriously when 
shorter periods of time are considered. 

Confronted with this situation, the 
cost accountant gives management a 
statement which shows the favorite ex- 
pression, over-or-under-absorbed_ bur- 
den. When this term is brought into 
play, management is confused, because 
it cannot understand why, with sales 
up, profit is down, or with sales down, 
profit is up. The cost accountant’s ex- 
planation is that everything is due to 
over-or-under-absorbed burden. 

In cost thinking the terms total cost 
or average cost are widely accepted and 
used in cost computations. Under mod- 
ern conditions of business, the concept 
of average cost has lost its mastery. 
Average cost looks at the entire pro- 
duction. The new look of cost account- 
ing looks at spheres of production in- 
stead of the total. Total costs are not 
direct cost plus fixed expenses. That is 
a misconception of fixed expenses. 
Total costs attempt to average out all 
expenses when determining the cost of 
a product. It is this fault which mar- 
ginal costing wants to overcome. 
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Marginal Costing 


The Objective of Marginal Costing 
Marginal costs consider only direct 
material, direct labor, and the variable 
costs caused by the manufacture of the 
unit. Because of this classification, 
marginal costing has also been named 
direct costing. This term places the 
emphasis upon variable costs which are 
identified as direct costs. A previous 
remark emphasized the fixed expenses. 
For that reason marginal costing could 
also be called “the significance of fixed 
expenses.” This terminology indicates 
that it is neither the fixed nor the vari- 
able expenses that play an important 
part, but fixed and variable expenses in 
their spheres that must receive the at- 
tention of the accountant. The direct 
(variable or marginal) cost is a con- 
stant ratio. The fixed expenses, on the 
other hand, are a constant quantity. 


The Burden Rate in Standard Cost 

Accounting Procedure 

When a burden rate is created, and 
this is particularly true with regard to 
standard cost accounting procedure, the 
concept of normal capacity is all-impor- 
tant. Immediately the question arises, 
what is normal? All accounting, eco- 
nomic, or financial literature, shows 
several explanations with regard to 
normal capacity. But whatever concept 
is accepted, it will be no more than a 
method by which fixed expenses are 
absorbed over a certain period of time. 
The burden rate is a composite rate, 
consisting of a rate for fixed expenses 
and a rate for variable expenses. As a 
perfect harmonization of capacity, fixed 
expenses, and activity can seldom be 
expected, standard cost accounting pro- 
cedure attempts to establish some 
means of judging that amount of bur- 
den which is not absorbed, calling it 
the volume variance. The volume vari- 
ance in standard costs should consist 
only of fixed expenses which were not 
absorbed in production. 
Fixed and Variable Expenses 

in Marginal Costing 

Marginal costing proposes to take 
fixed expenses in total and make no dis- 
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tribution or allocation whatsoever. From 
the point of view of cost accounting 
procedure, this means simplification. 
From a teacher’s point of view, it 
means a less complicated job of teach- 
ing. The departmentalization of the 
factory into producing departments and 
service departments requires in ortho- 
dox costing some scheme for the dis- 
tribution of the service departments’ 
costs to the producing departments, or 
even to other service departments, 
bringing them eventually to the pro- 
ducing department. Through the pro- 
ducing department the overhead is 
charged to the product. 

The idea today is that variable ex- 
penses are all important when it comes 
to the departments. Departmental cost 
is controlled by the department head. 
Fixed expenses are management’s job. 
If the cost for a department is based on 
the variable expense, omitting all fixed 
costs, and putting every department on 
a budget, then a budget (or expendi- 
ture or controllable) variance is com- 
puted to show the difference between 
actual expenses incurred and the budget 
allowed on the basis of activity. If the 
foreman stays within his budget, then 
the standard costs will be correct, and 
the gross margin per product will not 
fluctuate too much. The gross margins 
of all the various products form a kind 
of pool out of which fixed expenses are 
met. 


The Contribution Plan 

The above procedure was advanced 
years ago in department store account- 
ing under the significant title “The 
Contribution Plan.” Two types of ex- 
pense classification exist: “escapable” 
and “inescapable.” Escapable expenses 
are variable expenses. If the depart- 
ment does not exist, the expenses do 
not exist. Inescapable expenses are 
fixed expenses, such as administration, 
general offices, depreciation, taxes, in- 
surance, etc. The department head, the 
buyer in a department store, controls 
the escapable costs, and no other alloca- 
tion is made. The contribution plan 
in department store accounting was de- 
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vised about sixteen years ago because 
of the apparently misleading distribu- 
tion methods of fixed expenses. 


Production Planning 

The elimination of fixed expenses in 
burden rate computation and product 
costing still gives management the task 
of providing a profitable volume to fill 
or keep the existing capacity active. No 
cost allocation of fixed expenses, and 
only the control of variable expenses 
departmentally or functionally might 
seem easy. The next step is to take this 
fixed expense, or this capacity, and use 
it to the best of everyone's ability. This 
means to make and sell all the units 
possible. This is a tremendous job of 
production planning. A good example 
is a foundry where jobs come in and 
must be scheduled and apportioned to 
overcome good and bad times. Some 
kind of peg boards or other production 
planning means are needed in order to 
know at all times the amount of ca- 
pacity available for the next job. The 
cost, of course, would be the variable 
costs to make that product. The gross 
profit rate would be much higher be- 
cause all fixed expenses must still be 
met. The production problem is not 
minimized at all. As a matter of fact, it 
is a much more difficult job than ever 
before. 


Inventory Pricing 

Having decided on a marginal or di- 
rect costing procedure, the next prob- 
lem is one of inventory pricing. By 
this method, the inventory would not 
include any fixed expenses. This might 
be contrary to A. I. A. Research Bul- 
letin No. 29 on Inventory Pricing, 
which says that “it should also be 
recognized that the exclusion of all 
overheads from inventory does not con- 
stitute an accepted accounting proce- 
dure.” 2 However, many firms do just 
that. They do not include fixed over- 
head in their inventory valuation. As 








a matter of fact, the exclusion of fixed 
expenses comes closer to that desirable 
“lower cost.” The oil refinery indus- 
try, which based its inventory valuation 
on the cost of 1933, says today that its 
inventory valuation is really just that 
variable cost at a very low point, be- 
cause no overhead was included when 
the valuation was set at that time. The 
question arises: “What about taxes? 
Will the Internal Revenue Bureau per- 
mit it?’ The Internal Revenue Bureau 
has recently issued two opinions which 
seem to indicate that it is willing to 
move away from that item which Bul- 
letin No. 29 still wants to recognize, 
namely, an inclusion of fixed overhead 
or any type of overhead. The Treasury 
seems to become more liberal as indi- 
cated by the two statements.° 

If the possibility exists for omitting 
the fixed expenses from inventory, then 
it seems illogical to “sell overhead to 
inventory.” The overhead included in 
the inventory is the overhead of this 
period. The next period has its own 
overhead again. If a greater volume of 
sales is followed by greater production, 
it might work out. But if it does not, 
new problems are heaped upon the 
present ones. So the idea is advanced 
to allocate no fixed expenses to the 
inventory. 

This procedure is also often accepted 
in standard cost accounting methods 
with respect to the disposition of stand- 
ard cost variances at the end of the 
fiscal period. If the standard cost of 
the product is considered to be the true 
cost, then the variances, particularly the 
unfavorable variances, become a part of 
this period’s cost of the goods sold. 
However, some of the fixed cost still 
reaches the inventory as it is included 
in the burden rate. 


Marginal Costing and the Market 
An important problem in connection 

with marginal costing is its relationship 

to the market. Some time ago the man- 


2“Tnventory Pricing”, Accounting Research Bulletin, No. 29, July, 1947, p. 237, American 


Institute of Accountants, New York, N. Y. 


3 See Taxation Reports, dated Oct. 16, 1947, p. 133 and p. 162, issued by the Research 


Institute of America, New York, N. ¥ 
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Marginal Costing 


ager of a sales department expressed 
the opinion that the showing of a vari- 
able cost only as the product cost might 
mislead the sales people and cause the 
inevitable statement “Let's reduce the 
price.” This could be avoided by not 
giving any cost figures to the sales 
force. In other words, management sets 
the price and gives no cost information 
to the sales manager. If questions 
should arise, then a budget or manage- 
ment committee would have to clear 
this matter up. Today the emphasis on 
sales revenue is being replaced by em- 
phasis on the gross profit or margin. 
In distribution cost analysis, the sales- 
man’s results are judged not by the 
volume, but by the gross profit, because 
very often a salesman who ‘secures a 
large volume does not necessarily bring 
to the business that gross profit return 
which is essential for the payment of 
fixed expenses. The gross margin per 
product or sales outlet is considered 
more indicative of the sales effort than 
sales revenue, which is losing its value 
as a yardstick for measuring the results 
obtained. 


The Cost Accountant and 
Marginal Costing 


The above remarks lead to the inevi- 
table question: Who sets the price? 
And the answer might be: The market 
or competition or supply and demand. 
Does the cost of the product or the 
work of the cost accountant play any 
part in this basic task of business man- 
agement? Is not accounting and cost 
accounting in particular considered to 
be a tool of management? Much is 
written about the accountant at man- 
agement’s table or the accountant com- 
ing of age. The salesman finds favor 
because he sells and his efforts can be 
evaluated; the production man_pro- 
duces the goods and therefore his work 
can be measured; but the accountant’s 
work and efforts are still misjudged in 
many places of business. Is this the 
fault of the accountant? Does his work 
offer so little aid in conducting the af- 
fairs of an enterprise? This attitude 
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might still be prevalent in many com- 
panies, but not in all of them. 

Some time ago the front page of The 
New York Times carried a picture of 
a meeting of the U. S. Steel executives 
and the C. I. O. At the table among 
the executives of the U. S. Steel Cor- 
poration was a man who was described 
as being the “Assistant Controller.” It 
was a significant picture. Wage agree- 
ments with their subsequent labor ac- 
counting procedures need the cost 
executives’ advice and judgment. 
Wherever the accountant has rendered 
assistance in managerial decisions, his 
position and his standing have im- 
proved. 

The point is that statements and 
analyses must be of value to manage- 
ment, and the most satisfactory way to 
accomplish this is through the marginal 
or direct costing method. The total cost 
approach does not provide the answer. 
Presenting figures which must be ex- 
plained and re-explained and even 
apologized for are no aid to manage- 
ment and no credit to the accountant. 
The problems of additional products, of 
abandoning or continuing a depart- 
ment, additions or replacement of 
equipment, all are solvable by the mar- 
ginal or direct costing method. As a 
matter of fact, when average costing is 
used and such problems must be an- 
swered, a “rescramble” of the present 
procedure takes place, leading eventu- 
ally to the marginal costing method. 


Pros and Cons of Marginal Costing 


Among the advantages of marginal 
costing are: 1) The fluctuating element 
of manufacturing costs ts eliminated. 
The problem of over-or-under-absorbed 
burden is gone—there is no such prob- 
lem. This must be so, because the fixed 
overhead is not included at all. 

2) The controversy of normal cost 
is eliminated. Only the variable cost 
decided upon by management, engi- 
neering, production planning and cost 
accounting, is necessary to make and 
cost the job. The rest of the facilities, 
plant or personnel-wise, is provided for 
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the job on an over-all basis without 
charging any job for it, yet with each 
job contributing its share to the pay- 
ment of fixed expenses. 

3) The uncontrollable expense, the 
fixed expense, (uncontrollable by the 
department head) is eliminated in his 
budget. He is only controlling the 
variable cost of the department. 

4) Greater use can be made of the 
standard cost accounting system. With 
the elimination of the normal capacity 
problem, stricter attention can be given 
to variances due to price changes in ma- 
terial, labor and variable expenses. 

5) The monthly profit and loss state- 
ment is now of real value to manage- 
ment as to the confusing element of 
over-or-under-absorbed overhead is 
eliminated. 

6) There is a greater return on the 
dollar spent for accounting personnel. 
The value of the employees increases 
as more beneficial assistance is rendered 
to management with respect to alterna- 
tive choices. 

What are the disadvantages ? 

1) There is a reduction in the work- 
ing capital. If working capital is de- 
fined as the difference between current 
assets and current liabilities, the ap- 
parent non-inclusion of certain values 
in the inventory figures will reduce the 
working capital. 

2) There is a problem in psychology, 
namely, of selling to the sales staff the 
idea that low cost does not mean price 
slashing. If selling efforts are mis- 
directed, the success of the company’s 
business is jeopardized. 

3) Marginal costing procedure does 
not readily reveal the demands made 
by individual products upon the capital 
or other services whose costs are part 
of the total fixed expenses. 
Conclusion and Bibliography 

The possibility and potentiality of 
marginal or direct costing is consider- 
able. At this time the nation is still 


producing at a high rate of production. 
How much longer, one does not dare 
venture a guess, as many political-eco- 
nomic forces are at play which might 
force a show down. Yet, the time will 
come when one must account for every 
iota of margin on every product pro- 
duced and sold in order to remain in 
business. Costing and costing proce- 
dures must aid in this future problem. 

In conclusion, it is appropriate to 
present a list of the most outstanding 
sources with respect to this thought- 
provoking idea: 


1. ‘What did we earn last month?” 
by J. N. Harris, NACA Bulletin, 
January 15, 1936. 

2. “What is wrong with most profit 
and loss statements?”’, by Clem 
N. Kohl, NACA Bulletin, July 1, 
1937, 

3. “The case against administrative 
expenses in inventory”, by J. N. 
Harris, Journal of Accountancy, 
July, 1946. ; 

4. “Selling overhead to inventory”, 
by Philip Kramer, NACA Bul- 
letin, January 15, 1947. 

5. “Fixed Charges in Inventory”, 
by Cecil Clark, NACA Bulletin, 
April 15, 1947. 

6. “Marginal Costing’, by F. C. 
Lawrence and E. N. Humphreys, 
published by Macdonald and 
Evans, London, England, 1947. 


7. “The Pros and Cons of Marginal 
Costing”, by G. C. Stone, The 
Cost Accountant, January-Febru- 
ary, 1948, 

8. “Direct Costs as an Aid to Sales 


Management”, by J. N. Harris, 
The Controller, October, 1948. 

9. “Most Profitable Product Vol- 
ume-Taking Account of Costs 
and Competition”, by L. J. Doyle, 
NACA Bulletin, February 1, 
1949, 
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A Note on NewYork State Unemployment 


Insurance Taxes 


By SAMvuE. S. REss 


Unused Contribution Rate Credits 
Not Refundable 


The Appellate Division of the New 
York State Supreme Court rendered a 
decision denying an application for a 
cash refund of unused Contribution 
Rate Credits under the New York State 
Unemployment Insurance Law.* 

The court ruled on a problem that 
has faced many accountants because of 
inability to absorb the full amount of 
New York State Unemployment Tax 
Credit assigned to many firms during 
the past two years. These firms had 
suffered a large drop in payrolls. 
Clients felt that they should receive a 
cash refund from the New York State 
Unemployment Insurance Fund _ to 
cover the unabsorbed tax credit. These 
tax credits resulted from the large sur- 
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plus paid into the fund during the war 
and the years thereafter. Now, when 
they needed the tax savings, they could 
not use them. 

Some firms had gone so far as to ap- 
ply the unabsorbed New York State 
Tax Credit for the period ending Sep- 
tember 30, 1949, against liabilities for 
the fourth quarter of 1949 and the first 
quarter of 1950, because no tax credits 
have been issued for the current fiscal 
year by the New York State Unem- 
ployment Insurance Fund. 

Justice Hefferman’s opinion, con- 
curred in by the entire court, in the 
Matter of the Application of ... Breslee 
Mfg. Co. for a cash refund of unused 
contribution rate credits under the Un- 
employment Insurance Law against 
Edward Corsi, as Industrial Commis- 
sioner, stated: 


“This is an appeal by an employer from 
a decision of the Unemployment Insurance 
Appeal Board, which affirmed the decision 
of an employment insurance referee sustain- 
ing determinations of the Industrial Com- 
missioner denyi ing its applications for re- 
funds aggregating $14,658.53, representing 
unused contribution rate credits issued to 
it for the years 1945, 1946 and 1947 pur- 
suant to Section 577 of the Unemployment 
Insurance Law. 

“The question presented is one of first 
impression. No issue of fact is involved. 
The sole issue is whether appellant is en- 
titled to a cash refund of unused contribu- 
tion rate credits issued to it for the years 
in question. 

“Appellant had been engaged in business 
and subject to the payment of unemploy- 
ment insurance contributions from 1943 to 
1947. In 1946 it began to liquidate its 
affairs and by the end of 1947 it had dis- 
continued business. 

“A contribution rate credit was issued to 
appellant for the year 1945 in the amount 
of $11,749.12. Of this credit $10,194.09 was 
used in payment of contributions payable 
for the four calendar quarters beginning 
with the third quarter of 1945. The balance 


of $1,555.03 was never used. 


* Appeal Board Case #20,166-49; affirmed by Appellate Division, Third Department, 


May 3, 1950. 
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“For the year 1946 appellant received 
a rate credit of $13,042.37 of which $287.69 
was used. 

“For the year 1947 a credit of $355.44 
was issued to appellant of which $6.62 was 
used. 

“On or about May 8, 1947 appellani filed 
a refund claim for $1,555.03 representing 
the unused portion of the credit issued to it 
in 1945, This claim was denied by the 
Commissioner on May 27, 1947 upon the 
ground that ‘the Unemployment Insurance 
Law provides that the tax credit issued to 
an employer may only be used to pay con- 
tributions due for the four consecutive 
calendar quarters beginning July 1945 in 
your case.’ 

“On or about April 26, 1948 appellant 
filed a refund claim for $13,103.50, repre- 
senting the unused portion of the credits 
issued in 1946 and 1947. This claim was 
denied by the Commissioner on June 10, 
1948 on the ground that the statute makes 
no provision for a cash refund of unused 
credits. 

“The pertinent provisions of the Unem- 
ployment Insurance Law are subdivision 6 
of Sect. 570 and subdivision 4 of Sect. 577 
which we quote :— 


“Subdivision 6: ‘Refunds and Credits. 
If an employer shall make application 
tor refund of any contribution, interest or 
penalty paid by him or for a credit there- 
of and the commissioner shall determine 
that such contribution, interest or penalty, 
or any portion thereof was erroneously 
collected, the commissioner shall refund 
said amount or allow a credit therefor, 
without interest, out of the fund unless 
the employer shall have already deducted 
said amount by way of credit against 
moneys payable by him into the fund. 
No retund or credit shall be allowed un- 
less an application therefor shall be made 
on or before whichever of the following 
dates shall be the later: (a) one year 
from the date on which such payment 
was made; or (b) three years from the 
last day of the first month following the 
end of that calendar quarter during which 
the remuneration was paid which formed 
the basis for contributions, interest or 
penalty claimed to have been erroneously 
coilected. For a like cause and within 
the same period a refund may be so made 
or a credit allowed on the initiative of 
the commissioner.’ 

“Subdivision 4: ‘Contribution Rate 
Credits. Notice, application and transfer 
of credits. (a) Each qualified employer 
shall, as soon as practicable after the 
effective date, be furnished a_ notice 
showing the amount of credit to which he 
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is entitled. The amount shown on the 
notice may be applied against contribu- 
tions which are payable on wages paid 
in the four consecutive calendar quarters 
beginning after the effective date, and 
reported not later than thirty days aiter 
the date prescribed by the commissioner 
for payment of contributions, on wages 
paid in the last of such quarters.’ 


“Tt is contended by appellant that there 
is nothing in the Unemployment Insurance 
Law which prohibits a cash refund of un- 
used contribution rate credits and that hence 
the Industrial Commissioner has power to 
make such a refund. That argument over- 
looks the fact that we are dealing here with 
the right of a State officer to make refunds 
of taxes which were properly and lawfully 
collected. In the absence of specific author- 
ity authorizing such refunds the Industrial 
Commissioner is powerless to make them. 

“It is noted that subdivision 4 of Sect. 577 
provides that the amount of such contribu- 
tion rate credits ‘may be applied against 
contributions which are payable on wages 
paid in the four consecutive calendar quar- 
ters beginning after the effective date***.’ 
For 1945 and 1946 the ‘effective date’ 
was July 1, (L. 1945, c.646). For 1947 
and thereafter the ‘effective date’ date is 
September 30 (L. 1947, c.809). The appel- 
lant here was unable to use all its contribu- 
tion rate credits for the years in question 
because of a sharp reduction in the number 
of employees employed by it. On January 

1945 appellant employed one thousand 
and four hundred and fourteen persons. 
This number was reduced so that as of 
December 31, 1947 it employed only one 
person. 

“The statute provides only one method 
for the use of these contribution rate credits. 
They must be used in payment of contribu- 
tions due during the four calendar quarters 
following the effective date mentioned in 
the statute. If they are not so used, the 
credit abates. The term ‘may be applied,’ 
as used in Sect. 577, subd. 4 (2) means 
‘must be applied.’ (Lincoln Candies Inc. v. 
Department of Labor, 289 N. Y., 262, 266; 
Hagadorn v. Raux, 72 N. Y. 583, 586.) 


“Appellant also asserts that the unused 
portion of the contribution rate credits 
constitutes an overpayment of the unem- 
ployment insurance tax by appellant. Sec- 
tion 570, subd. 6 permits refunds only in 
cases where the taxes have been ‘errone- 
ously collected.’ There is no question in 
this case that the taxes, when paid, were 
justly due and owing. No claim is made by 
the appellant that said taxes were errone- 
ously collected at the time they were paid. 
Under such circumstances, a refund is not 
permitted.” 


June 
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Conducted by BENJAMIN Harrow, C.P.A. 


Unincorporated Business— 
Real Estate 


Any unincorporated business, trade, 
or occupation is subject to the Unin- 
corporated Business Tax Law. The 
law (Secton 386) defining an unincor- 
porated business subject to tax exempts 
an individual, partnership, or other en- 
tity that purchases and sells real prop- 
erty for his or its own account. The 
holding, leasing, and managing of real 
property is likewise not considered an 
unincorporated business. If such entity 
holds property primarily for sale to cus- 
tomers in the ordinary course of trade 
or business, the exemption does not ap- 
ply. An individual otherwise engaged 
in the real estate business as, for ex- 
ample, one who earns commissions or 
brokerage fees as an agent, is subject 
to the tax. Where an individual earns 
commissions and also manages his own 
property or buys and sells property for 
his own account, it is the practice of the 
Commission to tax only the commission 
and brokerage income and to exclude 
any of the activities within the exempt 
provisions, 

Where an individual is engaged in 





3ENJAMIN Harrow, C.P.A., has 
been a member of our Society since 
1928. He is a Professor of Law at 
St. John’s University. 

Mr. Harrow has been a member 
of the American Institute of Ac- 
countants since 1922 and is a mem- 
ber of the New York Bar. He is 
now serving on the Society’s Com- 
mittee on Federal Taxation, and its 
Committee on State Taxation. 

Mr. Harrow is engaged in prac- 
tice as a certified public accountant 
and attorney in his own office in 


New York City. 
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real estate activities within and without 
the state, he may allocate his income, 
provided he maintains an office without 
the state. 


Resident or Nonresident 

A resident of New Jersey was en- 
gaged in real estate activities in New 
Jersey. He opened an office in New 
York and carried on business both in 
New York and New Jersey. Such an 
individual is subject to personal income 
tax as a nonresident on income derived 
from the business carried on in New 
York. He is also subject to the unin- 
corporated business tax on business 
carried on within the state. 

Suppose the individual rents a room 
in a New York hotel and resides in 
New York more than seven months 
during the year. Such an individual is 
taxed under the income tax law as a 
resident on all of his income, including 
the income earned in New Jersey. 
However, under the unincorporated 
business tax he would still be taxed 
only on New York income, since he 
maintains an office outside the state. 

In the latter situation if the inter- 
ests and associations of the individual 
are all connected with the New York 
residence, the individual may be con- 
sidered a domiciled resident of New 
York. In such a case he would be sub- 
ject to income tax on all of his income, 
the same as a nonresident maintaining 
a home in New York for more than 
seven months of the year. In addition 
his estate would be subject to the New 
York estate tax upon death. 


Gain or Loss on Sale of Residence 


Our State Tax Committee has been 
advocating the elimination of differ- 
ences between the federal and state in- 
come tax laws. Two amendments to 
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the state law were proposed by the 1950 
Legislature to eliminate two of these 
differences, One amendment would 
eliminate the adjustment for deprecia- 
tion in determining the gain or loss on 
the sale of real property owned and 
occupied by a taxpayer as a residence. 
This was recently approved by the Gov- 
ernor. The other amendment was de- 
signed to eliminate the recognition of 
a capital loss on the sale of non-business 
or non-income-producing — property. 
This was vetoed by the Governor. Un- 
like the federal rule, a taxpayer may 
still consider a loss on the sale of resi- 
dence property as a capital loss, but the 
basis of the loss no longer need be ad- 
justed for depreciation for the period 
of ownership. 

The treatment of gains on the sale of 
residence property is still a troublesome 
one. We have in mind a common situa- 
tion where a taxpayer sells his home at 
a profit and immediately purchases 
another home. It would seem more 
equitable to treat such a situation as non- 
taxable under a provision analogous to 
the involuntary conversion provisions 
under Section 354, particularly since a 
loss on such a sale is now not deduct- 
ible. The non-taxability of such a gain 
should also apply where a new home is 
purchased within a specified time be- 
fore the sale of the former home. 


Real Estate Corporations 


Section 198 of Article 9, relating to 
readjustment of accounts, has been re- 
vised and clarified. Within two years 
from the audit or statement of an ac- 
count the corporation may file an appli- 
cation for a hearing. Thereafter, the 
Commission will send a notice of de- 
termination to the corporation. An 
overpayment of tax may be credited to 
the corporation or may be assigned to 
another corporation taxable under Ar- 
ticle 9. To receive the credit, the as- 
signee must file the assignment with 
the Commission. The revision permits 
the Commission to modify the penalty 


for failure to file the franchise tax re- 
port. 


Doing Business 


A Delaware corporation, a holding 
company, owns all the stock of a New 
York corporation. The Delaware cor- 
poration is not qualified to do business 
in New York. To what extent, if any, 
will the foreign corporation be deemed 
to be doing taxable business in New 
York. This situation frequently comes 
before the Tax Commission and is de- 
cided very much like a recent case that 
came before the Minnesota Court.! In 
itself, mere ownership of stock in a 
domestic corporation does not neces- 
sarily constitute doing business. In this 
case the Delaware corporation was or- 
ganized for the purpose of controlling 
ghe election of officers and directors of 
the local corporation, A majority of the 
officers and directors of the local cor- 
poration were likewise its own officers. 
The foreign corporation maintained its 
office, books, and records and conducted 
all its activities in Minnesota to the ex- 
clusion of other states. The Court held 
that the foreign corporation was doing 
a taxable business in Minnesota. 


Equitable Adjustment for Allocation 


Section 210.8 of Article 9A gives the 
Tax Commission discretionary author- 
ity to adjust the allocation percentage. 
The 1950 Legislature amended this sec- 
tion by requiring the Tax Commission 
to publish all rulings of general public 
interest with respect to any application 
of the provisions of this section. This 
provision may not be as helpful to tax- 
payers as it sounds. The Tax Commis- 
sion preters to treat some situations as 
special and private. If the Tax Com- 
mission is to give such rulings publicity 
it will be more cautious and hesitant in 
relieving allocetion hardships. 


Basis for Determining Gain or Loss 


One of our members poses an inter- 
esting situation. An individual while a 
non-resident of New York purchases 


1 Minnesota Tribune Co. vy. Com’r. Taxation (1949) ; 37 N.W. 2d 737. 
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securities. Some time thereafter, the in- 
dividual becomes a resident of the state 
and sells the securities at a profit. Is the 
basis for determining the gain the cost 
to the individual when, as a _ non- 
resident, he acquired it, or is it the 
market value of the securities at the 
time be became a resident? 

The year of sale determines the lia- 
bility for the tax and the Regulations 
(Article 491(a)) provide that gain in 
the usual situation is determined on the 
basis of the cost of the property. There 
is no provision in the law relating to the 
status of a taxpayer at the time he ac- 
quired the property as a factor in deter- 
mining gain. If the property was ac- 
quired prior to January 1, 1919, the 
basis for determining a gain would be 
the cost or the fair market value as of 
January 1, 1919, whichever is higher, 
even though the individual was a non- 
resident on either or both dates. 


Capital Gains—Sale or Exchange 

The capital gain tax applies to gains 
resulting from the sale or exchange of 
property, but the words “sale or ex- 
change” include other types of transac- 
tions as well (Section 350.15). A short 
sale of property is a sale or exchange. 
The transaction is completed when a 
purchase is made to cover the sale. A 
failure to exercise privileges or options 
to buy or sell property is a sale or ex- 
change. The transaction is complete 
when the option expires. The retire- 
ment of corporate bonds and kindred 
obligations is a sale or exchange result- 
ing in a capital gain or capital loss. 
That is true also of the retirement of 
stock, except where the redemption is 
deemed to be a distribution of a taxable 
dividend. 

Securities, including bonds, stocks 
and rights, which are determined to be 
worthless during the taxable year are 
treated as a sale or exchange and the 
loss is deductible only as a capital loss. 
Liquidating dividends received in a 
complete or partial liquidation of a cor- 
poration are deemed to be a sale or ex- 
change. In 1943, the legislature added 
to the list of transactions treated as a 
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sale or exchange the voluntary aban- 
donment of real property as worthless. 


Alimony Payments 


A husband who is a resident of the 
state may deduct alimony or separate 
maintenance payments, regardless of 
whether such amounts are includible in 
the gross income of his wife. A non- 
resident husband may deduct such pay- 
ments only if the wife is taxable on such 
income, that is if she is a resident of 
the state (Section 360.17, Article 124 
and Article 437). 


Marital Deduction Act of 1950 


The Governor has just approved a 
bill providing for a marital deduction in 
computing the net estate for purposes 
of the New York estate tax (Article 
10c). Generally the provisions are 
quite similar to the marital deduction 
under the federal estate tax. The law 
becomes effective with respect to estates 
of decedents who die on or after Octo- 
ber 1, 1950. 

Under Section 249s(4) a deduction 
will now be allowed for any part of a 
deceased resident’s estate which passes 
or has passed to the deceased's husband 
or wife. The deduction may not exceed 
50% of the adjusted gross estate which 
is defined as the gross estate minus all 
the deductions allowed under Section 
249a(1). These deductions consist of 
funeral expenses, administration ex- 
penses, claims against the estate, unpaid 
mortgages or other indebtedness against 
property included in the gross estate, 
and reasonable amounts expended for 
the support of dependents during set- 
tlement of the estate. 

No marital deduction is allowed to a 
non-resident of New York. The status 
of the surviving spouse is determined 
as of the date of death. Like the federal 
law, the marital deduction is not al- 
lowed if the surviving spouse receives 
only a life interest or an interest which 
will terminate or fall upon the lapse of 
time. Patents, copyrights, and annuity 
contracts are terminable interests. But 
a life interest coupled with a power of 
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appointment in the wife exercisable in 
her favor or in favor of her estate makes 
the interest eligible for the marital de- 
duction. A similar rule applies to pro- 
ceeds of life insurance receivable in an- 
nual or more frequent installments. The 
spouse must receive all payments dur- 
ing her life and she must have a power 
of appointment over amounts payable 
after her death. 

30th the federal and state law have 
a peculiar provision with respect to a 
disclaimer of a legacy. If the surviving 
spouse disclaims the legacy it may not 
be considered for the purpose of com- 
puting the marital deduction. If a 
legacy is disclaimed by a legatee in 
favor of the surviving spouse, it will 
nevertheless not be considered in com- 
puting the marital deduction. 

Under Section 249s(2), no deduc- 
tion will in the future (after October 1, 
1950) be allowed for property acquired 
from a prior decedent spouse who died 
‘within five years prior to the death of 
decedent. Nor will the deduction be al- 
lowed for property acquired by gift 
from a spouse after April 2, 1948, the 
date of enactment of the 1948 Revenue 
Act. The purpose of this provision is to 
prevent two deductions, one for proper- 
ty previously taxed and the other for 
the marital deduction. Nevertheless, 
the provision with respect to property 
previously taxed applies even though 
no marital deduction was allowed in 
computing the net estate of the prior 
decedent. 

The deduction for property previ- 
ously taxed still applies in the case of 
estates of non-residents since the marital 
deduction is not allowed to non-resi- 
dents. 

To prevent an allowance of a double 
deduction, the $20,000 exemption from 
the first taxable bracket of $150,000 for 
property passing to a surviving spouse 
will be reduced by ,an_ equivalent 
amount of the marital deduction under 
new paragraph 4 of section 249s. A 
similar reduction in the insurance ex- 
emption is provided for where the in- 





surance passes to a surviving spouse 
and to the extent that a marital deduc- 
tion is attributable to such insurance. 

The approval of the Marital Deduc- 
tion Act of 1950 may result in some loss 
of revenue, but it will enable New York 
residents to obtain the full benefit of 
the federal marital deduction. The Bar 
Associations were strongly behind the 
law. 


Extent of Power to Tax 

Interstate Commerce 

A recent Circuit Court decision? ap- 
pears to broaden the power.of a state 
to tax corporations doing an interstate 
business. In this case a trucking corpo- 
ration was engaged in the transporta- 
tion of goods between states. It main- 
tained terminals in Connecticut for local 
pick-up and delivery service incidental 
to its interstate business. The court 
approved an apportioned franchise tax 
against the corporation measured by net 
income. The corporation owned some 
office equipment in Connecticut. The 
trucks used in Connecticut for pick-ups 
and deliveries were leased. The tax at- 
tempted to reach the activities of the 
corporation in Connecticut and did not 
attempt to include activities outside the 
state. The activities in Connecticut pro- 
duced some business within the state 
and net income attributable to such 
business: was deemed to be properly 
taxable by Connecticut. The tax was 
held to be nondiscriminatory and not in 
violation of the commerce clause. If 
this decision is upheld by the United 
States Supreme Court, then any local 
incidents of interstate activity may be 
considered a valid basis for an appor- 
tioned tax on net income. At the pres- 
ent time a foreign corporation is not 
subject to the New York franchise tax 
if its only activity in New York is the 
solicitation of orders for its products, 
even if a sales office is maintained in 
New York for this purpose. The 
Spector Motor Service case, if upheld, 
would make such selling activities a 
proper basis for taxation, In Report 


2 Spector Motor Service, Inc. vy. O’Connor, 2nd Circuit. 


366 


June 


Bu 
ex 
“1 
the 
ter 
bu 
na 
inc 


Int 
1 


] 
chi 
Mc 
tha 
not 
the 
tax 
rec 
be1 
Rec 
tior 
witl 
the 
Jers 
the 
Yor 
Yor 
the 
Con 
the 
only 
sent 
acti 
New 
und 
paye 
Wh 
intet 
Spec 
tled 
a re 


Inte 
Ci 


O; 
proc 
ribbe 
Calif 
all sz 
ing t 





3 
4 


B95 





New York State Tax Clinic 


Bulletin 23 Prentice-Hall, Inc., in an 
excellent discussion of this case, says, 
“Thus, it is only realistic to believe that 
the distinction between ‘exclusive’ in- 
terstate business and other interstate 
businesses is destined for considerable 
narrowing, if not total erasure in the 
income tax field.” (italics ours) 


Interstate Commerce and 
the Gross Receipts Tax 


In upholding the Connecticut fran- 
chise tax asserted against Spector 
Motor Service, Inc., Judge Clark said 
that the tax did not discriminate against 
nor burden interstate commerce. Would 
the decision have been the same if the 
tax had been on gross income or gross 
receipts? In that connection it should 
be noted that the New York City Gross 
Receipts tax is today applied in situa- 
tions like the Spector case. Activity 
within the City is deemed a basis for 
the tax. For example, a firm of New 
Jersey accountants conducts an audit of 
the books of a client located in New 
York City. It has no office in New 
York. The Comptroller asserts that 
the receipts are subject to the tax. The 
Comptroller will permit an allocation of 
the receipts on a time basis and tax 
only that portion of the receipts repre- 
senting payment for the New York 
activity. The solicitation of orders in 
New York City is a taxable activity 
under its rulings even though the tax- 
payer has no office in New York City. 
What happens to the once sacrosanct 
interstate commerce clause? If the 
Spector case is affirmed it may be whit- 
tled down to a mere historical place in 
a revered document. 


Interstate Commerce— 
California Use Tax 


On the altar of realism the states 
proceed to emasculate the once rock- 
ribbed interstate commerce clause. 
California recently upheld a use tax on 
all sales made within the state, includ- 
ing those solicited by mail order.* The 
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West Publishing Company was not 
qualified to do intrastate business in 
California. It maintained so-called local 
offices in charge of local representatives. 
It employed salesmen in the state who 
solicited customers. The salesmen ob- 
tained and forwarded credit informa- 
tion concerning local customers, ar- 
ranged for payment and collection of 
accounts, adjusted complaints. The 
West Publishing Company circularized 
advertising matter to members of the 
legal profession. The state contended 
that it provided a market for the West 
Publishing Company in competition 
with local law book publishers, and it 
provided the same protection to its 
salesmen that was afforded to salesmen 
carrying on business activities for a 
company engaged in intrastate business. 
Therefore, all of its California sales, 
those directly solicited and those re- 
sulting from mail orders, were subject 
to the Use Tax Act. 

We recently discussed a Mississippi 
case+ which held that an unqualified 
foreign corporation with no place of 
business within the State could not be 
made a collection agency for the Mis- 
sissippi Use Tax, 


Unemployment Insurance— 
Merit Rating 


For several years employers received 
a credit that could be used only against 
current unemployment insurance taxes 
due. For the current year employers 
will not receive this credit for the rea- 
son that the reserve in the Unemploy- 
ment Insurance Fund is at a low point. 
If an employer discontinued operations 
and was therefore no longer liable for 
the payment of unemployment insur- 
ance taxes he lost the credit. The credit 
could be transferred to a new employer 
if a business is sold to a new owner. 

An interesting question came before 
the Division of Placement and Unem- 
ployment Insurance about'a year ago. 
A corporation operated a restaurant 
until October 1, 1944. It then sold the 


3 Prosle of the State of California v. West Publishing Co., (Calif. Supreme Court). 
4N. Y. State Tax Clinic, Feb. 1950, p. 120. 
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business, intending at that time to open 
another restaurant if it could find a 
suitable location. This it did six months 
later. In the meantime the corporation 
continued to file quarterly payroll re- 
ports for the fourth quarter of 1944 and 
the first quarter of 1945, but listed no 
employees for that period. The corpo- 
ration claimed that it was entitled to 
the tax credit since the corporate entity 
was not dissolved and that it continued 
to be liable for various other taxes by 
reason of its continuance as a corpora- 
tion. 

The appeal board that heard the case 
held that when the employer corpora- 
tion sold the restaurant it discontinued 
its operations within the meaning of 
Section 577.1(0) of the Unemployment 
Insurance Law, and that the statutory 
words “discontinued operations” should 
be given their commonly understood 
meaning. When an employer relin- 
quishes its usual type of business activi- 
ty by disposing of all or substantially all 
of its assets, it discontinues operations 
for tax credit purposes. Its intentions 
to resume activity at a later date are 
immaterial. At the moment of discon- 
tinuance it loses its right to be consid- 
ered a “qualified employer.” An inac- 
tive corporation is thus not regarded as 
operating a business and is not entitled 
to a tax credit. The new employer is 
however entitled to the credit. 


Unemployment Insurance—Tips 

Under the Unemployment Insurance 
Act an unemployed employee is entitled 
to benefits ranging from $10 to $26 per 
week for a maximum period of 26 
weeks. The employer in computing the 
tax on wages must include the value of 
board and lodging furnished and tips. 
These are thus included in the basis of 
the tax and in the basis of unemploy- 
ment insurance benefits. The Industrial 
Commissioner has set up a rule for de- 
termining the value of tips if no state- 
ment is made by the waiter to his em- 
ployer as to the amount of gratuities 
received by him. 
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In a case heard before a refereg, an 
employer had reported tips at a fixed 
amount in accordance with the rule pro- 
mulgated by the Industrial Commis- 
sioner. When the employee applied for 
benefits under the Unemployment In- 
surance Tax Law he claimed that he 
had actually received tips substantially 
in excess of the amount fixed. He at no 
time had reported to his employer the 
amount of his gratuities nor did he 
make any certification with respect to 
them. 

The employer had posted signs in the 
kitchen notifying waiters that they were 
privileged to certify the amount of tips 
received and, in the event no such certi- 
fications were made, the tips would 
then be fixed at a stated amount per 
day in accordance with the provisions 
of the rule set by the Industrial Com- 
missioner. The referee held that the 
rule set up was not arbitrary or un- 
reasonable and the rule precluded 
crediting the claimant with any tips in 
excess of those which had been reported 
by the employer. The fact that the 
unemployed waiter actually received 
more tips than those which were report- 
ed was held to be immaterial. The 
waiter could have received the full 
benefit of the tips if he had made a 
written certification of the actual tips 
received, Of course if he had done this 
he would have been subject to an in- 
come tax on the larger amount. In his 
apparent attempt to minimize his in- 
come taxes he lost out on the amount 
of his unemployment insurance benefits. 


Franchise Taxes—Talk of 
Director Emery W. Burton 


Allocation under the receipts factor 
—On March 23, 1950, Emery W. Bur- 
ton, Director of the Corporation Tax 
Bureau, addressed a meeting of the 
Commerce and Industry Association on 
the subject of New York Franchise 
Taxes. Among other things he dis- 
cussed the allocation of receipts in the 
case of cotton converters. Such corpo- 
rations located in New York purchase 
greige goods and ship them to inde- 
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New York State Tax Clinic 


pendent finishing mills located outside 
of New York. The goods remain at 
the plant of the independent contractor 
where they are processed until the tax- 
payer issues instructions for shipping 
to the taxpayer's customers. The plant 
of the independent contractor is consid- 
ered a regular place of business which 
permits the taxpayer to allocate under 
the property factor the goods located at 
the independent contractor’s plant. But 
the plant of the independent contractor 
is not considered a permanent and con- 
tinuous place of business of the taxpay- 
er outside New York at the time of an 
appropriation of the goods to the order 
and, therefore, no allocation out of New 
York is permitted under the receipts 
factor. 

Allocation for publishers of receipts 
from advertising and subscriptions— 
Deputy Commissioner Burton pointed 
out that the location of a subscriber is 
not a proper basis to measure the activi- 
ties of a publisher in New York. If 
such a corporation has a permanent and 
continuous place of business outside the 
state, subscription receipts may be al- 
located to the permanent and continu- 
ous place of business where the sub- 
scription is accepted. Advertising 
receipts may be allocated to the place 
where the advertising contract is 
serviced. 

Like the independent contractor in 
the case of a cotton converter, if a pub- 
lisher uses an independent printer out- 
side the state, the plant of the latter 
may be a regular place of business 
which would entitle the taxpayer to an 
allocation under the property factor 
for any paper or other property located 
at the plant of the independent printer. 


Corporations in Joint Ventures— 
Allocation—Income from a joint ven- 
ture of a corporation is included in the 
gross income of a corporation for fran- 
chise tax purposes. The joint venture 
itself is taxable under the unincorpo- 
rated business tax, with the corpora- 
tion’s share of the income exempt from 
the tax because it will be subject to the 
franchise tax. In computing the fran- 
chise tax the property or wages of the 
joint venture are not includible in the 
allocation formula under the franchise 
tax law. The receipts from the joint 
venture however may be allocated to 
the place where the joint venture is 
carried on. The Tax Commissioner re- 
quires a copy of the joint venture agree- 
ment with the filing of the franchise tax 
report. 

Inclusion of federal obligations in 
tax base—Commissioner Burton made 
some comments on the recent decision 
of the United States. Supreme Court 
in the case of New Jeresy Realty Title 
Insurance Co. v. Division of Tax Ap- 
peals, He remarked that “some people 
seem to think that this decision would 
prevent New York State from includ- 
ing Federal obligations in the base of 
the franchise tax in determining a one 
mill tax.” Commissioner Burton did 
not agree with this. He pointed out 
that the Supreme Court in the decision 
stated that it gave no consideration to 
the tax as a franchise levy. Commis- 
sioner Burton cautioned all corpora- 
tions to continue including all govern- 
ment obligations in their assets for 
franchise tax purposes. Our opinion is 
in accord with Commissioner Burton's | 
views as -we indicated at length in the 
May issue of the New York State Tax 
Clinic. 
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The Shoptalkers 














Conducted by Lewis GLuick, C.P.A. 


The Shoptalkers Discuss Clients 

There was a roar of laughter at one 
end of the table and the Shoptalker, 
from the other end, inquired the cause. 

Star; The Kid just told a story, and 
there's no use repeating it. )’ow couldn’t 
print it. 

Blank; Well, I have a story I'd like 
to see printed even though it isn’t funny. 

Sinbad: Spin it! 

Blank: Well, my firm has had for 
several years a very rough and tough 
client. He is semi-retired, but he made 
his pile in a line that is no place for 
panty-waists. All we do is his tax work. 
This year, the first week in January, 
he gave us a lot of data, so we could 
make a final estimate. No more was 
heard from him for two months, so a 
secretary phoned hii to bring in final 
figures. He made an appointment for 
March 7th at ten A.M. 

At eleven that day his wife phoned. 
He was sick. We didn’t question that. 
The man is a rough diamond, but not 
a liar. In fact, it was his health which 
caused him to curtail his activity. On 
March 14th he came in and furnished 
the necessary data—to me. He was a 
big shot in his line, and insists on deal- 
ing only with the higher-ups. I gave 
the file to my top tax man, who pre- 
pared the 1040. The chief of staff 
checked it. The head typist proof-read 
the typed returns. We know him, and 
we dare not make mistakes. A junior 
delivered it to his home that night. 





Lewis Giuick, C.P.A., who has 
been a member of our Society since 
1924, has resumed the practice of 
accountancy in the East. 

Mr. Gluick, who had been writing 
under the name of The Shoptalker 
in other magazines since 1928, re- 
cently brought his group of Shop- 
talkers to our columns. We would 
welcome your acceptance of his in- 
vitation to participate in the discus- 


sions, 











— 
Jf 


Next morning at nine he almost 
melted the phone wires. We had left 
out, he yelled, a capital gain item, and 
I'll wager the Kid’s joke was more 
printable than his language. I persu- 
aded him to come in, and he did, at 
eleven. It quickly developed that the 
“omitted” sale took place, January 4th 
of this year. Unmollified, he then pro- 
duced a 1949 broker’s statement on 
which he had been charged $13.00 
interest. We had never seen it before. 
I argued it was,only a trifle; that the 
mere labor cost of rewriting the return 
would be in excess of his tax-saving, 
even though he was in the 52% bracket. 
He blustered and blasphemed. It was 
a legal deduction and he meant to have 
it. So we let him have his way. 

Oldtimer: He isn’t unique, but for- 
tunately not common. I hope you got 
paid. 

Blank: That’s the pay-off. We 
charged him twenty-five dollars more 
than the usual fee and he paid us with- 
out protest. 

Shoptalker: You're lucky! But you 
sure earned it. Now take an experience 
I had tax week. A client gave me a lot 
of data, and I made up a return, show- 
ing an additional tax (over his esti- 
mates). He hit the ceiling. He was 
going home, houseclean his desk, and 
find more deductions. And by gosh! 
The next day he phoned more. Making 
no audit, and relying on the “informa- 
tion submitted” part of the declaration 
I sign, I recomputed the return. There 
was still a tax to pay. Again he fumed. 
Again he’said he'd find more legal de- 
ductions. He didn’t. But I didn’t get 
anything extra for the re-write. In fact, 
he was reluctant to pay the basic fee. 
Seemed to hold me responsible. 

Star: Did you see that Lew Lehr is 
dead ? 

Kid: Yes! Too bad! 

Oldtimer: And why the change of 
subject ? 

Star: I’m right on point. He was 
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The Shoptalkers 


the comic who invented “Monkey’s iss 
the cwaziest pipple.” 

Oldtimer: 1 get it! He never knew 
tax clients. 

Everybody: (Laugh). 

Oldtimer: As the oldest man present, 
I’ve probably had more than my share 
of such unreasonable people. But not 
all clients are like that, thank God. I 
remember one who had an additional 
assessment based on a return he had 
prepared himself. This was_ before 
Bercu had been heard of. So I went 
with him to a conference, cited case law 
to the Agent, and got him off, fairly 
and squarely, at a much reduced figure. 
He not only paid my fee, but with the 
check, payable to the firm, came a gift 
order for a new hat, drawn on Rogers 
Peet and payable to me. 

Kid: And did you report that as 
taxable income ? 

Everybody: (Laugh). 

Oldtimer: I took it as a gift, and 
since it was for only ten dollars didn’t 
even file a 710. 

Shoptalker: Laugh’s on you, Kid. 
That goes in the Shop. 

Kid: Okay! But have any of you 
seen the traveling saleswoman? 

Shoptalker: Not yet, if you refer to 
Joan Davis’ new picture. But I intend 
to. 

Kid: Sodo I. But I mean a real one. 
I did. First one of the kind I’d ever 
met. 

Oldtimer: Where have you been all 
these years? As far back as 1915 Edna 
Ferber was writing some good stor- 
ies about a character named Emma 
McChesney. 

Kid: So I've heard. But she’s fic- 
tion. This babe is fact. 

Sinbad: Spin it! 

Kid: She’s a sister to one of our 
regular clients. Just visiting here, but 
realizing she had to make a return, 
asked her brother, and he sent her to 
us. Danged if she didn’t bring in the 
most beautiful detailed record of travel 
and entertainment expense I’ve ever 
seen a commission salesman produce. 
As neat as her figure. 

Shoptalker: And Vl bet that her 
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taxable net income was pitifully small. 
As I remarked last month, sales ability 
and bookkeeping just don’t go together. 

Kid: You're so right! But to get 
back to the first question. How many 
of you have made returns for traveling 
saleswomen ? 


Everybody: (Silence) 


Kid: See what I mean. They are 
rare. 
Sinbad: Tve got a realtor of the 


opposite sex, and she is a dilly. She 
sells, but her only travel is within 
county limits, and she won’t understand 
that commuting expenses are not de- 
ductible. Every year I’m worn out 
after convincing her that, no matter 
how unjust the law is, I won't be party 
to claiming a deduction that can’t be 
maintained. 

Law: May I interpose something? 

Kid: You may put im something, but 
not interpose. 

Law: Okay! 
must I go ahead? 

Kid: Pray do! 

(Law feinted at throwing a coffee 
cup at the Kid and then resumed). 

Law: During 1949 I finally won a 
case that took longer than any case I’ve 
ever fought. Up to the highest state 
court; remanded back for retrial; then 
up again to the top—and victory. My 
client got, claim plus interest over 
$80,000 and I got my fair share. Natu- 
rally, I reported it under Section 107. 
The client’s claim had been based on 
personal services, so I advised him to 
use 107 also. He agreed. Then brought 
me his data. Be blowed if he could 
stretch the actual earning period to a 
full 36 months. By a margin of less 
than thirty days, he has to go into the 
57.2 bracket for 1949. 

Shoptalker: Very sad. 

Oldtimer: Shoptalker, would you do 
us a favor? 

Shoptalker: Certainly. 

Oldtimer: Tell your public that this 
lunch club meets on Tuesday now and 
that, if we can get a little more interest, 
we will establish an uptown branch. 

Shoptalker: It’s a pleasure. 

Oldtimer: Thanks! 


May I proceed, or 
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Protect Thyself 


By Tuomas W. 


pe periodicals and the annual re- 
ports of accounting societies indi- 
cate important advances in the numbers 
of young persons attracted to the ac- 
counting profession during recent vears. 
In view of this interest in a fascinating 
vocation, it may be not amiss to pass 
along a word or two of caution to the 
neophytes to save them possible future 
embarrassment. 

Students of schools of business ad- 
ministration are taught the theory and 
practice of accounting, auditing, and 
allied subjects. Graduating, they go 
forth to preach the gospel of accurate 
recording and reporting, and in the 
course of their work they often run 
afoul of happenings which are not in 
accord with the ethical principles which 
should prevail in all transactions. Er- 
rors of omission and commission also 
come to light, and as an engagement 
progresses possibilities for improve- 
ments in accounting and other proce- 
dures, weaknesses in adherence to pre- 
scribed routines in internal control, etc., 
are often observed and recorded. The 
disagreement with unethical practices, 
the corrections of errors, and the sug- 
gestions for system changes are usually 
discussed while the audit is in progress. 
These discussions and others of impor- 
tance may lead to an auditor’s later con- 





Tuomas W. Byrnes, C.P.A., has 
been a member of the Society since 
1911, and is a Certified Public Ac- 
countant of New York and New 
Jersey. He is also a member of the 
American Institute of Accountants. 

Mr. Byrnes is a consultant to the 
accounting firm of Byrnes and 
Baker, C.P.A’s. He was formerly 
an associate professor of accounting 
at Columbia University. He is a 
co-author of the text entitled, 
“Auditing.” 











Byrnes, C.P.A. 


fusion unless careful notations of each 
item are made at the time of discovery 
and observation, dated, and acknowl- 
edged by the signature of the client’s 
representative to whom they were re- 
ferred. There have been instances 
where representatives subsequently 
denied all knowledge of such discus- 
sions when a higher executive took to 
task the authorizing person. If the lat- 
ter had merely approved orally, the 
auditor, lacking a signature, in such 
cases would be in an awkward position. 

The value of complete data in an 
auditor's file is illustrated by the fol- 
lowing: In the examination of a small 
institution an apparent shortage was 
disclosed. The superintendent, through 
whose hands all funds passed, had a 
quaint method of depositing all receipts 
in his personal bank account. He re- 
ported and remitted to the cashier- 
bookkeeper only the items called for by 
the latter when weekly the two of them 
“made cash.” When asked by the 
auditor about the unaccounted for 
items, the superintendent produced a 
list which corresponded in all details 
with that of the auditor, and at the lat- 
ter’s suggestion at once drew his per- 
sonal check—which was promptly de- 
posited—for the total. About two years 
later, the State investigated the institu- 
tion and the State’s auditor found the 
same shortage, but did not continue the 
examination to the date of the deposit. 
The original auditor, called as a wit- 
ness, produced his work papers and was 
able to show the date, cashbook page, 
details, and the deposit of the amount 
in question. The auditor's records ab- 
solved the superintendent of the charge 
of dishonesty but not of improper busi- 
ness methods. Had the auditor relied 
merely on his memory, or if he or his 
work papers had not been available at 
the time of the trial, it might have ap- 
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Protect Thyself 


peared as though he had been negligent 
in his audit. 

The practitioner cannot be too care- 
ful when in possession of and inspect- 
ing the property of clients. Items such 
as cash, notes, securities, insurance pol- 
icies, etc., should be counted, examined 
and listed only in the presence of a 
client-designated representative, usu- 
ally the custodian, and a receipt should 
be taken when the examination is com- 
pleted. The auditor should not permit a 
custodian to leave him until the work in 
hand is completed. If an interruption 
is necessary, the entire subject matter 
should be locked and kept under dual 
control of the auditor and the custodian 
until the latter’s return. Failure to ob- 
serve this precaution has brought grief 
to many auditors, particularly in exam- 
inations of financial concerns. 

When it is necessary to retain an im- 
portant record pending completion of 
its audit, care should be observed to 
prevent tampering with it over night. 
For protection, if an independent vault 
has not been assigned to the auditors, 
the retained book or books should be 
sealed. To obscure the figures on the 
dial, if a safe is available, metal clamps 
are used which fit over the combina- 


tion’s dial and are held in place by the 
auditor’s lock. If the compartment is 
key-locked, two keys obtainable from 
any safe manufacturer can be inserted 
to prevent opening unless the auditor’s 
holding lock is released. If neither pri- 
vate vault nor private safe is available, 
the retained records should be wrapped 
in paper, bound with wire, and the audi- 
tor’s metal and impression seals affixed 
before placing in the office safe. The 
next morning all wrappings should be 
carefully examined. 

No documents should be taken from 
a client’s office. If retention is necessary 
to prove falsification or for any other 
purpose, the documents should be 
placed in the hands of an authorized 
officer after copies have been made for 
the auditor’s files. 

A friendly attitude should be main- 
tained with the client’s employees, but 
familiarity should be avoided. 

The foregoing matters are merely 
suggestions which will bring to mind 
many other precautions to be exercised 
by auditors, who should also keep men- 
tally before them at all times the ad- 
monition: NEVER TAKE ANY- 
THING FOR GRANTED. 
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ei HE following questions and answers 
have been excerpted from the pro- 
ceedings of the recent meeting spon- 
sored by tlte New York State Society 
of Certified Public Accountants and the 
New York State Board of C.P.A. Ex- 
aminers. It is believed that they will be 
of interest and assistance to candidates 
for the C.P.A. certificate. Candidates 
desiring answers to specific questions 
should address them to Mr. John R. 
Wilkinson, Executive Secretary, New 
York State Board of C.P.A. Examiners, 
23 South Pearl St., Albany 7, New 
York. 

Ouestion: Is C.P.A. experience with 
an out-of-State C.P.A., who also holds 
a New York certificate, acceptable 
toward the three-year requirement ? 

Mr. Lubin: The answer is yes. 


Question: What procedure is fol- 
lowed in requesting a review of an ex- 
amunation paper? How does this re- 
view affect any subsequent examina- 
tion in the same subject ? 

Mr, Lubin: A candidate who desires 
a review of an examination paper 
should forward a written request to the 
Executive Secretary of the C.P.A. 
Board in Albany. If the next examina- 
tion is held before he obtains a response, 
he should take the examination. If up- 
on review the appealed paper is passed, 
the passing grade will stand regardless 
of the results in the new examination. 
A subsequent failure will not affect a 
passing grade assigned to an appealed 
paper. 


Ouestion: May the answers to prob- 
lems be prepared in pencil ? 

Mr. Lubin: In New York State only 
the work papers may be prepared in 
pencil. Handbook 14 of the Board, 
(page 40) reads as follows: ‘Papers 
are to be written on one side only and 
in ink, except that in Practical Account- 
ing working papers (but not  state- 
ments) may be in pencil.” I note that 


374 


the booklet, “The C.P.A. Examina- 
tion—Gateway to a Profession”, pub- 
lished by the American Institute of 
Accountants, reads “Answers may be 
written in pencil or in ink.” However, 
in New York State they must be in 
ink and not pencil, except insofar as the 
work papers are concerned. 

Ouestion: Will an applicant who has 
not fulfilled his experience requirement 
at the time of filing his application, but 
who will have it completed before the 
date of the examination, be permitted to 
sit for the Practical Accounting exami- 
nation? 

Mr. Lubin: That's a good question. 
We often have applicants who are short 
two or three months of having their 
three vears of experience at the time 
of filing for the examination, but who 
expect to complete this requirement be- 
fore the taking of the examination. If 
your employer will submit a notarized 
statement to the effect that he expects 
to retain vou in his employ for the next 
two or three months—meaning up to 
the date of examination—and will agree 
to notify the Board of any termination 
in such employment for any reason 
whatsoever, we will extend the period 
and give you credit. We call such a 
person a “conditional candidate.” We 
give him perm’‘ssion to take the exami- 
nation, but only with the understanding 
that he will submit a properly drawn 
up and attested letter to the effect that 
he has completed the “shortage” of 
experience prior to the date of the ex- 
amination, 

Ouestion: Should working papers be 
turned in with the answer paper ? 

Mr, Lubin: There is a Departmental 
ruling, to the effect that vou cannot 
walk out of the examination room with 
working papers; vou have to hand them 
to the proctor. Therefore, turn in all 
work papers with your answer papers ; 
then you comply with the Department's 
requirement. You are not going to be 
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Official Decisions and Releases 


penalized for giving more data than is 
required. Then, too, the working pa- 
pers are sometimes consulted when an 
arithmetical error has been made, to 
ascertain whether the candidate pos- 
sesses knowledge of the principles in- 
volved. 

Question: Would you clarify that 
answer about a work sheet which is 
called for as the final requirement of a 
problem? Must it be written in ink? 

Mr. Lubin: This is my understand- 
ing: Work papers (which mean the 
papers like “T”’ accounts and whatever 
else you use to arrive at the answer that 
is requested) may be in pencil. But if 
the question reads, “Submit a work 
sheet,” you must submit that in ink. 
In other words, write the requested 
answer in ink, but the supporting data 
may be submitted in pencil. 

Question: How much weight is 
given to the correct application of 
principles? How much to arithmetical 
accuracy? For example, suppose that 
a percentage—incorrectly figured— 
gives a wrong solution, but the correct 
principles are applied in the solution. 
How will the problem be graded? 

Mr. McKeon: Naturally, something 
is taken off for mathematical error, but 
if aman knows his subject and indicates 
it from the way he answers, the ques- 
tion is given a passing grade; without 
a doubt he would be failed on something 
more than a mere mathematical error. 

Question: Will experience obtained 
concurrently with an accounting degree, 
if on a full-time basis, be acceptable for 
the examination on Practical Account- 
ing? 

Mr. McKeon: If a man is studying at 
college at night and is working all day, 
full time, he gets full credit. On the 
other hand, if he is going to college dur- 
ing the day and doing part-time work 
at night or odd jobs, he is not given 
credit. 

Question: If you are qualified to take 
four parts of the examination, must you 
take all four parts at one sitting? 

Mr. Thomy: No, you must take only 
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the three so-called “Theory” parts of 
the examination (Accounting Theory, 
Commercial Law, and Auditing) at one 
sitting. Taking Practical Accounting is 
an election. 

Mr. Kane: There are about half-a- 
dozen of these questions here dealing 
with the inclusion in the examination 
of a specialized subject, such as gov- 
ernmental accounting or brokerage ac- 
counting, which many practitioners do 
not encounter in their practice. Since 
most of them deal with municipal ac- 
counting, I will answer that part in this 
way: the principles of fund accounting 
that are used in governmental accounts 
are no different from those used in the 
accounts of an organization such as 
The New York State Society of Certi- 
fied Public Accountants, the American 
Institute, any club, any fraternal or- 
ganization, any church, hospitals, 
schools, etc. In other words, there is a 
large area of accounting of which gov- 
ernmental accounts—or, as we call 
them, fund accounts—are typical. In 
my opinion they constitute such a large 
area of accounting as to justify consid- 
erable emphasis thereon in the exami- 
nation. Even though the emphasis may 
appear to be mostly on the municipal 
accounting questions, it is, in fact, upon 
fund accounting in general, which is a 
very large area of accounting. 

A question also dealt with cost ac- 
counting in specialized areas. Cost ac- 
counting is vital to the determination of 
inventories in a manufacturing busi- 
ness. The auditor is responsible for 
doing some work in connection with 
the evaluation of inventories, and to do 
that he must have some knowledge of 
cost accounting. 

This whole area of specialized ac- 
counting is a matter of definition. If 
you do lots of work in the field of taxes, 
that is the area in which you would like 
to see the questions. If you work with 
manufacturing cost, that is not a spe- 
cialized area for you. The subject mat- 
ter of these examinations cannot be re- 
stricted solely to the areas in which a 
particular candidate has had actual ex- 
perience. 


375 








The New York Certified Public Accountant 


Contemporary Practices in Costing Inventories 


(Continued from page 354) 


Conclusion 

In conclusion it may be said that the 
differences in accounting procedures 
which have been observed in studies 
like these I have described reflect, to a 
large degree, differences in operating 
methods and management of the indi- 
vidual companies. In some companies 
costs are used primarily to aid manage- 
ment in operating control, in other 
companies costs are wanted principally 
for pricing, and in still other cases the 
processes of cost accounting are guided 
by and largely confined to accumulation 
of data needed for financial reports. 
The costs and costing methods which 
best serve one of these purposes are not 
necessarily equally suitable for other 
purposes. 


While greater uniformity wouid 
doubtless facilitate the work of the ac- 
countant engaged in public practice, 
efforts to achieve such uniformity 
should not neglect the advantages 
which accrue to each company from 
fitting its accounting plan to its own 
needs. There is already evidence 
enough to indicate that some of the ap- 
parent variability of reported income 
is due to accounting conventions which 
do not always reflect the facts about the 
true incidence of costs. Hence it seems 
that there can be no substitute for study 
of the methods of costing employed and 
the conditions under which they are 
used as a basis for evaluating the re- 
sulting inventory figures. 
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Book Reviews 


(Continued from page 327) 


tices sometimes found. Informative comments 
under these headings appear and, at least in 
most cases, the examples selected are infor- 
mative and of value to those for whom the 
book was prepared. 

In the opinion of this reviewer the book 
may be accepted as meeting the two specific 
purposes quoted earlier herein which the au- 
thor had in mind in its preparation. It is a 
contribution to current accounting literature 
in this respect although it does not purport 
to contain any contribution of knowledge not 
existing previous to the publication. It is 
more nearly a compilation, but a useful one. 

Gorpon M. HILt 


Brokerage Accounting 


By Homer St. Clair Pace and Edward J. 
Koestler. PAce & Pace, New York, N. Y., 
1950. Pages: v + 188; $5.00. 

The scope of the book goes far beyond that 
indicated by the title. The history and back- 
ground of organized security and commodity 
markets is developed at length. This follows 
through to present day regulations by the 
U. S. Government and the more important 
exchanges. 

The treatment of the subject is ideal in 
that the authors supply meaning and purpose 
to bookkeeping practices by first describing 
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the operational procedures necessitated by the 
many phases of the security and commodity 
brokerage business and then describing the 
records which give appropriate expression to 
the procedures. At each point the explana- 
tion is followed by an illustration of the form 
in use. The book is replete with transcripts 
of federal and exchange rules and regulations 
which influence the bookkeeping and account- 
ing. However, no reference is made to 
S. E. C. rule X-17A-3 which stipulates mini- 
mum records required and X-17A-4 which 
specifies the holding period. 

The presentation of the material follows 
a natural subdivision into stock brokerage 
principles and procedure in Section I, and 
commodity brokerage principles and proce- 
dure in Section IT. 

The preparation of financial reports and 
statements is developed in Section III. This 
is a very able treatise which concludes with 
a specimen response to a New York Stock 
Exchange financial questionnaire which 
covers more situations than would ordinarily 
be encountered. 

The book is an excellent text and training 
manual. The addition of an index would en- 
hance its value as a reference book. 


CHARLES VONHAUSEN 
New York, N. Y. 
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Saha: 


"Those machines build profits in TWO ways. 














Get this FREE 
20-page booklet 
from our local 
representative, 
or write to the 
Company at 
Dayton 9, Ohio. 


A man’s business judgment is only as good as his business 
hformation! National Accounting Machines enable you 
0 get more money-making information about business—facts 
rou’ve never had before. 

They also effect direct savings in accounting costs—savings 
which often repay the investment within a year. 

Thousands of small concerns use one MULTIPLE-DUTY 
chine (in foreground) to handle all their accounting— 
cluding payroll—changing in seconds from one job to 
nother. Large concerns use batteries of these machines on 
pecific jobs. 
Many firms also use the SPECIALIZED machine (in ; 
background), with its 20 Payroll totals and 42 Analysis : — eer 
Distribution totals, to cut costs where volume warrants. [> CASW REGISTERS 9 ADDING MACHINES, 


[HE NATIONAL CASH REGISTER COMPANY 


p Pustic ACCOUNTANT. 377 











t 


When writing to advertisers kindly mention Tue New York CertiFie 


19 5 0 








Why éenoral mene get cagey 


It’s something fierce the way inventory un- 
certainties gang up on a General Manager. 

To make informed judgments, the Gen- 
eral Manager must know the status of cur- 
rent sales, current orders, finished goods, 


work-in-process and materials... promptly. 
If one gets out of hand, his whole inven- 
tory situation will get snarled. He may plan 
too much production, refuse orders or 
overestimate materials requirements. 
McBee Keysort provides information 
needed for rigid control by reporting 
daily, at less cost than any other method: 
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1. What is selling ; what is not. 
2. What’s on hand ; howlong it’s beentthere. 
3. What to produce or purchase... when. 


With that kind of information, the Gen- 
eral Manager can plan with more assur- 
ance, minimize capital risk, save himself 
time, money, work, worry. Simple, inex- 
pensive, flexible McBee machines and 
methods put accurate day-to-day informa- 
tion at his fingertips. 

Ask the McBee man near you to tell you 
frankly whether or not McBee can help 
you. Or write us. 
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The magic McBee Keysort card. 


When notched, the pre-coded holes 
along the edges make this card me- 
chanically articulate. They make it 
easy to collect a wealth of data. . 
classify it... file it... find it... 
use it... quickly and accurately. 
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McBEE COMPANY 


Sole Manufacturer of Keysort, 
The Marginally Punched Card. 
295 Madison Ave., New York. Offices in 
principal cities. McBee Co., Ltd., 11 
Bermondsey Rd., Toronto 13, Ontario. 
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